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EXCHANGE. 

(CONTINUED.) 


CHAPTER  VII. 


OF  MONEY. 


§  1.  Havino  proceeded  thus  far  in  ascertaining  the 
general  laws  of  Value,  without  introducing  the  idea  of 
Money  (except  occasionally  for  illustration),  it  is  time  that 
we  should  now  superadd  that  idea,  and  consider  in  what 
manner  the  principles  of  the  mutual  interchange  of  com- 
modities are  affected  by  the  use  of  what  is  termed  a  Medi- 
um of  Exchange. 

In  order  to  understand  the  manifold  functions  of  a  Cir- 
culating Medium,  there  is  no  better  way  than  to  consider 
what  are  the  principal  inconveniences  which  we  should  ex- 
perience if  we  had  not  such  a  medium.  The  first  and  most 
obTious  would  be  the  want  of  a  common  measure  for  values 
of  different  sorts.  If  a  tailor  had  only  coats,  and  wanted 
to  buy  bread  or  a  horse,  it  would  be  very  troublesome  to 
atoertain  how  much  bread  he  ought  to  obtain  for  a  coat,  or 
how  many  coats  he  eliould  give  for  a  horse.    The  calcula- 

tioo  most  be  recommenced  on  different  data,  every  time  he 
41 
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bartered  liis  coats  fur  &  difFermit  kind  of  article  ;  and  there 
could  be  no  eiirreiit  price,  or  regular  quotations  of  value. 
AVlierwiB  now  each  thing  has  a  ciirrt^iit  price  in  money,  and 
he  get.s  over  all  difficulties  liy  rectonhig  his  coat  at  il.  or 
51.,  and  u  four-pound  lo;if  at  6rf.  or  7tl.  Aa  it  is  much  easier 
to  (.-oiiipare  different  lengths  by  expressing  them  in  a  com- 
mon language  of  feet  and  inches,  so  it  is  much  easier  to 
compai-e  values  hy  means  of  a  common  language  of  pounds, 
Khillings,  and  pence.  In  no  other  way  can  values  be  ar- 
ranged one  above  another  in  a  scale;  in  no  other  can  a 
})erson  couvenieutly  calculate  the  smn  of  his  possessions; 
and  it  is  ea=iur  to  ascertain  and  remember  the  relations  of 
many  things  to  one  thing,  than  their  innumerable  cross  re- 
lations with  oue  another.  This  advantage  of  having  a  com- 
mon lunguagc  in  which  values  may  be  expressed,  is,  even 
by  iti^eif,  so  iniportaut,  that  some  such  mode  of  expressing 
an<l  compuliiig  them  would  jirobably  he  used  even  if  a 
jjound  or  u  shilling  did  not  express  any  real  thing,  but  a 
mere  unit  orcaleulation.  It  is  said  that  there  are  African 
tribes  in  which  thissfiuiewhat  artiticia!  contrivance  actually 
prevails,  Tliey  calculate  the  value  of  things  in  a  sort  of 
money  of  account,  called  macntcs.  They  say,  one  thing  is 
worth  ten  macutea,  another  fittecn,  another  twenty.*  There 
is  no  real  thing  called  a  niaciite  :  it  is  a  conventional  unit, 
for  the  more  convenient  comparison  of  things  with  one  an- 
other. 

This  advantage,  however,  forms  but  an  inconsiderable 
part  of  the  econoniica!  benefits  derived  from  the  use  of 
money.  The  inconveniences  of  barter  are  so  great,  that 
without  some  more  commodious  means  of  effecting  ex- 
eiiangcs,  the  division  of  employments  could  hardly  have 
been  carried  to  any  considerable  extent.  A  tailor,  who 
bin!  nothing  but  coats,  nnght  starve  before  he  could  find 
any  person  having  bread  to  sell  who  wanted  a  coat :  be- 
sidiift,  he  would  not  want  ,is  much  bread  at  a  time  as  would 
be  worth  a  coat,  and  the  coat  coiihi  not  be  divided.  Every 
■  H..i]t..M|iiioij,  K-pyil  J.-  r.m>,  ILv.  »iU.  ch.  B. 
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person,  therefore,  would  at  all  times  liasten  to  dispose  of 
his  commodity  in  exchange  for  anything  wliich,  tliough  it 
might  not  be  fitted  to  his  own  immediate  wants,  w^as  in 
great  and  general  demand,  and  easily  divisible,  so  that  lie 
might  be  sure  of  being  able  to  purchase  with  it,  whatever 
was  offered  for  sale.  The  primary  necessaries  of  life  possess 
these  properties  in  a  high  degree.  Bread  is  extremely  di- 
visible, and  an  object  of  universal  desire.  Still,  this  is  not 
the  sort  of  thing  required :  for,  of  food,  unless  in  expecta- 
tion of  a  scarcity,  no  one  wishes  to  possess  more  at  once, 
than  is  wanted  for  immediate  consumption  ;  so  that  a  per- 
son is  never  sure  of  finding  an  immediate  purdiaser  for  arti- 
cles of  food ;  and  unless  soon  disposed  of,  most  of  them 
perish.  The  thing  which  people  would  select  to  keep  by 
them  for  making  purchases,  must  be  one  which,  besides  be- 
ing divisible,  and  generally  desired,  does  not  deteriorate  by 
keeping.  This  reduces  the  choice  to  a  small  number  of 
articles. 

§  2.  By  a  tacit  concurrence,  almost  all  nations,  at  a 
very  early  period,  fixed  upon  certain  metals,  and  especially 
gold  and  silver,  to  serve  this  purpose.  No  other  substances 
unite  the  necessary  qualities  in  so  great  a  degree,  with  so 
many  subordinate  advantages.  Next  to  food  and  clothing, 
and  in  some  climates  even  before  clothing,  the  strongest  in- 
clination in  a  rude  state  of  society  is  for  personal  ornament, 
and  for  the  kind  of  distinction  which  is  obtained  by  rarity 
or  coBtliness  in  such  ornaments.  After  the  immediate  ne- 
ceflflities  of  life  were  satisfied,  every  one  was  eager  to  ac- 
comulate  as  great  a  store  as  possible  of  things  at  once  costly 
and  ornamental ;  which  were  chiefly  gold,  silver,  and  jewels. 
Theae  were  the  things  which  it  most  pleased  every  one  to 
poagom,  and  which  there  was  most  certainty  of  finding  others 
wflUng  to  receive  in  exchange  for  any  kind  of  produce. 
Tbej  were  among  the  most  imperishable  of  all  substances. 
Ibejwere  also  portable,  and  containing  great  value  in  small 
bolk^  were  easily  hid  ;  a  consideration  of  much  importance 
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in  an  age  of  insecurity.  Jewels  are  inferior  to  gold  and 
silver  in  the  yuality  of  divieibility  j  and  are  of  very  various 
qualities,  not  tu  be  accurately  diecriiiiiuatu'd  without  great 
trouble.  Gold  and  silver  are  eminently  divisible,  and  when 
pure,  always  of  the  same  quality  ;  and  their  purity  may  be 
ascertattied  and  certified  by  a  public  authority. 

Aci'ordiiigly,  though  furs  Iiave  been  employed  ae  money 
in  some  tountries,  oattle  in  otiiere,  in  Chinese  Tartary  eubeis 
of  tea  closely  [ire&&cd  together,  the  sheila  called  cowries  on 
the  coast  of  Wedttrii  Africa,  and  in  Abyssinia  at  this  day 
blocks  of  rock  salt ;  though  evyii  of  metals,  the  less  costly 
have  sometimes  been  chosen,  as  iron  in  LacedEemon  froiu  an 
ascetic  ]ioIicy,  cojipcr  in  the  early  Roman  republic  from 
the  poverty  of  the  people ;  gold  aud  silver  have  been  gener- 
ally preferred  by  nations  which  were  able  to  obtain  them, 
cither  by  industry,  commerce,  or  conquest.  To  tlie  qualitieB 
which  originally  recommended  them,  another  came  to  be 
added,  the  importance  of  which  only  unfolded  itself  by 
degrees.  Of  all  cotumoditiea,  they  arc  auioiig  the  least  in- 
flueiieed  by  any  of  the  cansca  which  ]iroiluce  fluctuations 
of  value.  No  commodity  is  quite  fi-ee  from  such  fluctu- 
ations. Gold  and  silver  have  sustained,  since  the  beginning 
of  history,  one  great  permanent  alteration  of  value,  from 
the  discovery  of  the  American  mines  ;  and  some  temporary 
viiriiitions,  suc-li  as  that  which,  in  the  last  great  war,  was 
produced  by  the  absorption  of  the  metals  in  hoards,  and  in 
tlie  military  chests  of  the  immense  aniiics  constantly  in  the 
field.  In  the  present  age  the  ojiening  of  new  sources  of 
suiiply,  so  abundant  as  the  Ural  mountains,  California,  and 
Australia,  may  lie  the  commencement  of  another  period  of 
decline,  on  tlje  limits  of  which  it  wo\dd  be  useless  at  present 
to  BiK'cnlate.  But  on  the  whole,  no  e()nimoditieB  are  so 
lirtlf  fxjioscd  to  cansM  of  variation.  Tliey  fiuetuate  less 
than  almost  any  other  things  in  their  cost  of  production. 
And  from  their  durability,  the  total  (juaiitity  in  existence 
is  !it  idl  finu'S  so  great  in  proportion  to  the  annual  supply, 
ihiit  the  effect  on  value  even  of  a  cliange  in  the  coat  of  pro-   j 
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dnction  is  not  sudden :  a  very  long  time  being  required  to 
diminish  materially  the  quantity  in  existence,  and  even  to 
increase  it  very  greatly  not  being  a  rapid  process.  Gold 
and  silver,  therefore,  are  more  fit  than  any  other  commodity 
to  be  the  subject  of  engagements  for  receiving  or  paying  a 
given  quantity  at  some  distant  period.  If  tlie  engagement 
were  made  in  corn,  a  failure  of  crops  might  increase  the 
burthen  of  the  payment  in  one  year  to  fourfold  what  was 
intended,  or  an  exuberant  harvest  sink  it  in  another  to  one- 
fourth.  If  stipulated  in  cloth,  some  manufacturirg  inven- 
tion might  pennunently  reduce  the  payment  to  a  tenth  of 
its  original  value.  Such  things  have  occurred  even  in  the 
case  of  payments  stipulated  in  gold  and  silver;  but  the 
great  fall  of  their  value  after  the  discovery  of  America,  is, 
as  yet,  the  only  authenticated  instance ;  and  in  this  case 
the  change  was  extremely  gradual,  being  spread  over  a 
period  of  many  years. 

When  gold  and  silver  had  become  virtually  a  medium 
of  exchange,  by  becoming  the  things  for  which  people  gen- 
erally sold,  and  with  which  they  generally  bought,  whatever 
they  had  to  sell  or  to  buy  ;  the  contrivance  of  coining  ob- 
viously suggested  itself.  By  this  process  the  metal  was 
divided  into  convenient  portions,  of  any  degree  of  smallncss, 
and  bearing  a  recognised  proportion  to  one  another ;  and 
the  trouble  was  saved  of  weighing  and  assaying  at  every 
change  of  possessors,  an  inconvenience  which  on  the  occa- 
sion of  small  purchases  would  soon  have  become  insupport- 
able. Governments  found  it  their  interest  to  take  the  oper- 
ation into  their  own  hands,  and  to  interdict  all  coining  by 
private  persons ;  indeed,  their  guarantee  was  often  the  only 
one  which  would  have  been  relied  on,  a  reliance  however 
which  very  often  it  ill  deserved ;  profligate  governments 
having  until  a  very  modern  period  seldom  scrupled,  for  the 
take  of  robbing  their  creditors,  to  confer  on  all  other  debtors 
a  lieenoe  to  rob  theirs,  by  the  shallow  and  impudent  artifice 
of  lowering  the  standard  ;  that  least  covert  of  all  modes  of 
r^  which  consists  in  calling  a  shilling  a  pound,  that 
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a  debt  of  a  hundred  pounds  may  be  cancelled  by  the  pay- 
ineiit  of  a  hundred  Blnlling:».  It  would  have  been  as  simple 
a  plan;  and  would  have  answered  llie  ptirpoae  as  well,  to 
have  enaf;Icd  that "  a  hundred  "  sliould  always  be  interjireted 
to  mean  iivu,  wbit-h  would  have  effected  the  same  reduction 
in  all  pecuniary  contracts,  auil  would  not  have  been  at  all 
more  sliamelesB.  Sncli  strokes  of  policy  have  not  wholly 
ceased  to  be  recommended,  but  they  have  ceased  to  be  prac- 
tised; except  oeeaiiionally  through  the  medium  of  paper 
money,  in  which  case  the  character  of  the  transaction,  from 
the  greater  obscurity  of  tlie  subject,  is  a  little  less  barefaced. 

§  3.  Moni'y,  when  ils  use  liaa  grown  habitual,  is  the 
medium  through  wiiich  the  incomes  iif  the  different  mem- 
bers of  tlie  conimnuity  are  distributed  to  them,  and  the  mea- 
sure by  which  they  estimate  their  posseesions.  As  it  is 
always  by  means  of  money  that  people  provide  for  their 
different  necessities,  there  grows  up  in  their  minds  a  power- 
ful association  leading  them  to  I'egard  money  as  wealth  in 
a  more  peculiar  scnso  than  any  other  article;  and  even 
those  who  jjass  their  lives  in  the  production  of  the  most 
useful  objects,  acquire  the  habit  of  regarding  those  objects 
as  chiefly  important  by  their  capacity  of  being  exchanged 
for  money.  A  person  who  parts  with  money  to  obtain 
commodilies,  nnle.-,s  !ic  intends  to  sell  tliem,  appears  to  the 
imaginalion  to  bo  making  a  worse  bargain  than  a  person 
who  parts  with  commodities  to  get  nmucy  ;  the  one  seems 
to  be  spending  his  means,  the  other  adiling  to  them,  Illn- 
sions  which,  thongh  n<iw  in  some  measnre  dispelled,  were 
long  ]iowcrfiil  enough  to  overmaster  the  mind  of  every 
politi<-ian,  both  spcciihitive  and  practical,  in  Europe. 

It  must  be  evident,  however,  that  the  mere  introduction 
of  a  particular  mode  of  exchanging  things  for  one  another, 
by  first  exchanging  a  thing  for  money,  and  then  exchanging 
the  money  for  something  else,  makes  no  difference  in  the 
essential  character  of  transactions.  It  is  not  with  monev 
that  things  are  really  pnrchascd.     Nobody's  income  (except 
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that  of  the  gold  or  silver  miner)  is  derived  from  the  precious 
metals.  The  pounds  or  shillings  which  a  person  receives 
weekly  or  yearly,  are  not  what  constitutes  liis  income ;  they 
are  a  sort  of  tickets  or  orders  which  he  can  present  for  pay- 
ment at  any  shop  he  pleases,  and  which  entitle  him  to  re- 
ceive a  certain  value  of  any  commodity  that  he  makes  choice 
of.  The  farmer  pays  his  labourers  and  his  landlord  in  these 
tickets,  as  the  most  convenient  plan  for  himself  and  them  ; 
but  their  real  income  is  their  share  of  his  corn,  cattle,  and 
hay,  and  it  makes  no  essential  difference  whether  he  dis- 
tributes it  to  them  directly,  or  sells  it  for  them  and  gives 
them  the  price ;  but  as  they  would  have  to  sell  it  for  money 
if  he  did  not,  and  as  he  is  a  seller  at  any  rate,  it  best  suits 
the  purposes  of  all,  that  he  should  sell  their  share  along  with 
bis  own,  and  leave  the  labourers  more  leisure  for  work  and 
the  landlord  for  being  idle.  The  capitalists,  except  those 
who  are  producers  of  the  precious  metals,  derive  no  part  of 
their  income  from  those  metals,  since  they  only  get  them 
by  buying  them  with  their  own  produce :  while  all  other 
persons  have  their  incomes  paid  to  them  by  the  capitalists, 
or  by  those  who  have  received  payment  from  the  capitalists, 
and  as  the  capitalists  have  nothing,  from  the  first,  except 
their  produce,  it  is  that  and  nothing  else  which  supplies  all 
incomes  funiished  by  them.  Tliere  cannot,  in  short,  be  in- 
trinsically a  more  msignificant  thing,  in  the  economy  of 
eociety,  than  money ;  except  in  the  character  of  a  contriv- 
ance for  sparing  time  and  labour.  It  is  a  machine  for  doing 
quickly  and  commodiously,  what  would  be  done,  though 
lees  quickly  and  commodiously,  without  it :  and  like  many 
other  kinds  of  machinery,  it  only  exerts  a  distinct  and  inde- 
pendent influence  of  its  own  when  it  gets  out  of  order. 

The  introduction  of  money  does  not  interfere  with  the 
operation  of  any  of  the  Laws  of  Value  laid  down  in  the  pre- 
ceding diapters.  The  reasons  which  make  the  temporary 
or  market  value  of  things  depend  on  the  demand  and  sup- 
plji  and  their  average  and  permanent  values  upon  their 
ooet  of  production,  are  as  applicable  to  a  money  system  as 


t*.. 
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to  a  system  of  barter.  T)iing9  wliicli  by  barter  would  ex- 
change for  one  another,  will,  if  sold  for  money,  sell  for  an 
equal  amonnt  of  it,  and  so  will  exchange  for  one  another 
8till,  tliougb  the  proreaa  of  exchanging  tliem  will  consist  of 
two  operations  instead  of  only  one.  The  relations  of  com- 
modities to  one  another  remain  unaltered  by  money :  tlie 
only  new  relation  introduced,  is  their  relation  to  money  it- 
self; how  much  or  how  little  money  they  will  exchange 
for;  in  other  words,  how  the  Exchange  Value  of  money 
itself  is  detennined.  And  this  is  not  a  question  of  any 
difficulty,  when  the  illusion  is  dispelled,  which  caused  money 
to  be  looked  upon  as  a  peculiar  thing,  not  governed  by  the 
same  laws  as  other  things.  Money  is  a  commodity,  and  ita 
value  is  determined  like  that  of  other  commodities,  tempo- 
rarity  by  demand  and  supply,  permanently  and  on  the  aver- 
age by  cost  of  production.  The  illustration  of  these  prin- 
ciples, considered  in  their  application  to  money,  must  be 
given  in  some  detail,  on  account  of  the  confusion  which,  ia 
minds  not  scientifically  instructed  on  the  subject,  envelopes 
the  wliolc  matter;  partly  from  a  lingering  remnant  of  the 
old  misleading  associations,  and  partly  from  the  mass  of 
vapoury  and  baseless  speculation  with  which  this,  more 
than  any  other  topic  of  political  economy,  lias  in  latter 
times  l>ccome  surrounded.  I  shall  therefore  treat  of  the 
Vidue  of  Money  in  a  chapter  apart. 


CHAPTER  Vin. 

OP  THE  VALUE  OF  MONEY,  AS  DEPENDENT  ON  DEMAND 

AND  SUPPLY. 

§  1.  It  is  unfortunate  that  in  the  very  outset  of  the 
subject  we  have  to  clear  from  our  path  a  formidable  am- 
biguity of  language.  The  Value  of  Money  is  to  appearance 
an  expression  as  precise,  as  free  from  possibility  of  misunder- 
stsmding,  as  any  in  science.  The  value  of  a  thing,  is  what 
it  will  exchange  for :  the  value  of  money,  is  what  money 
will  exchange  for;  the  purchasing  power  of  money.  K 
prices  are  low,  money  will  buy  much  of  other  things,  and 
is  of  high  value ;  if  prices  are  high,  it  will  buy  little  of  other 
things,  and  is  of  low  value.  The  value  of  money  is  inversely 
as  general  prices :  falling  as  they  rise,  and  rising  as  they 
fall. 

But  unhappily  the  same  phrase  is  also  employed,  in  the 
current  language  of  commerce,  in  a  very  different  sense. 
Money,  which  is  so  commonly  understood  as  the  synonyme 
of  wealth,  is  more  especially  the  term  in  use  to  denote  it 
when  it  is  the  subject  of  borrowing.  When  one  person  lends 
to  another,  as  well  as  when  he  pays  wages  or  rent  to  an- 
other, what  he  transfers  is  not  the  mere  money,  but  a  right 
to  a  certain  value  of  the  produce  of  the  country,  to  be 
•elected  at  pleasure ;  the  lender  having  first  bought  this 
Hj^  by  giving  for  it  a  portion  of  his  capital.  What  he 
/eally  lends  is  so  much  capital ;  the  money  is  the  mere  in- 
itmment  of  transfer.  But  the  capital  usually  passes  from 
^he  lender  to  the  receiver  through  the  means  either  of 
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iinmcy,  (ir  .if  uii  nniiT  t(»  receive  money,  and  at  any  rate 
it  is  in  niipiiey  tlint  ilic  capital  is  uotnpiited  and  estimated. 
Iluiioe,  lit.rrowii.y;  cuiiitsi!  is  nniviTsally  called  borrowing 
iiiijiicy  ;  tliL'  loan  market  is  called  the  money  market :  those 
who  hiive  tlicir  i-iijiitiil  ilisi)iiii(ilile  fur  invttetinent  on  loan 
are  called  the  nmnied  class:  ami  the  equivalent  given  for 
the  use  of  capital,  fir  in  otluT  words,  interest,  is  not  only 
called  the  iiitertist  of  inuiicy,  hut,  by  a  gros.er  perversion 
of  terms,  the  value  of  money.  Tliis  mi8aji|)lication  of  hin- 
giiage,  RssiBtcd  hy  some  fullacious  appearances  which  we 
shall  notice  and  elear  up  ht'reafter,*  has  ereated  a  general 
notion  among  persons  in  business,  that  the  Value  of  Money, 
meaning  the  rate  of  interest,  has  an  intimate  connexion  with 
the  Value  of  Money  in  itn  pn>per  sense,  the  value  or  pur- 
chasing (lower  of  the  circulating  medium.  We  shall  return 
to  this  siuliject  before  long:  at  present  it  is  cnongli  to  say, 
that  by  Viiliic  I  shall  ahvays  m;;an  Exehango  Value,  and 
by  money  the  ineiiium  of  exchange,  not  the  capital  which 
is  passed  from  hand  to  hand  through  that  niediiim. 

§  2.  The  vabif  ur  ]>nrcli!ising  jiowcr  of  money  depends, 
in  the  fir.-t  in-tancc.  on  (lumaiid  ami  Mip[ily.  But  demand 
and  supply,  in  relation  to  niouey,  present  themselves  in  a 
Romi'whal  diticreiit  shape  from  the  demand  and  supply  of 
other  things. 

T!ie  supply  of  a  commodity  means  the  quantity  offered 
for  ?ale.  But  it  is  not  usual  to  speak  of  offering  money  for 
sale.  People  are  not  usually  said  to  buy  or  sell  money. 
This,  however,  is  merely  an  accident  of  language.  In  point 
itf  fact,  money  Is  bought  and  sold  like  other  things,  when- 
ever other  things  are  lioiiglit  and  sold  ybr  money.  "Who- 
ever sells  corn,  or  tallow,  or  cotton,  buys  money.  Whoever 
buys  broad,  or  wine,  or  clothes,  sells  money  to  the  dealer 
in  those  iirticlcs.  11u7  money  with  which  people  are  offer- 
ing to  liiiy,is  money  offered  for  sale.  The  STqqdy  of  money, 
then,  is  the  quantity  of  it  whieh  people  arc  wanting  to  lay 
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out ;  that  is,  all  the  money  they  have  in  their  possession, 
except  what  they  are  hoarding,  or  at  least  keeping  hy  them 
as  a  reserve  for  future  contingencies.  Tlie  supi)ly  of  money, 
ill  short,  is  all  the  money  in  circulation  at  the  time. 

The  demand  for  money,  again,  consists  of  all  the  goods 
offered  for  sale.  Every  seller  of  goods  is  a  buyer  of  money, 
and  the  goods  lie  brings  with  him  constitute  his  demand. 
llie  demand  for  money  differs  from  the  demand  for  other 
things  in  this,  that  it  is  limited  only  by  the  means  of  the 
purchaser.  The  demand  for  other  tilings  is  for  so  much 
and  no  more  ;  but  there  is  always  a  demand  for  as  much 
money  as  can  be  got.  Pereons  may  indeed  refuse  to  sell, 
and  withdraw  their  goods  from  the  market,  if  they  cannot 
get  for  them  what  they  consider  a  suiBcient  price.  But 
this  is  only  when  they  think  that  the  price  will  rise,  and 
that  they  shall  get  more  money  by  waiting.  If  they  thought 
the  low  price  likely  to  be  permanent,  they  would  take  what 
they  could  get.  It  is  always  a  sine  qua  non  with  a  dealer 
to  dispose  of  his  goods. 

As  the  whole  of  the  goods  in  the  market  compose  the 
demand  for  money,  so  the  whole  of  the  money  constitutes 
the  demand  for  goods.  Tlie  money  and  the  goods  arc  seek- 
ing each  other  for  the  purpose  of  being  exchanged.  Tlicy 
are  reciprocally  supply  and  demand  to  one  another.  It  is 
indifferent  whether,  in  characterizing  the  phenomena,  we 
speak  of  the  demand  and  supply  of  goods,  or  the  supply 
and  the  demand  of  money.     Tliey  are  equivalent  ex])res- 

We  shall  proceed  to  illustrate  this  proposition  more  fully. 
And  in  doing  this,  the  reader  will  remark  a  great  difference 
between  the  class  of  questions  which  now^  occupy  us,  and 
those  which  we  previously  had  under  discussion  respecting 
Values.  In  considering  Value,  we  were  only  con(»erned 
with  eauses  which  acted  ui>on  particular  commodities  ajmrt 
froni  the  rest.  Causes  which  affect  all  commodities  alike, 
do  not  act  upon  values.  But  in  considering  the  relation 
between  goods  and  money,  it  is  with  the  causes  that  operate 
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ttpou  all  goods  wliatevcp,  tliat  we  are  eapeuially  concerned. 
We  arc  coriipiiring  good:)  of  all  Borts  on  one  side,  witli  nionej 
on  th(;  otlicT  side,  as  things  to  lie  exelianged  against  each 

OtIlLT. 

Sn]ii>osc,  evGiytliing  else  being  the  same,  that  there  ia 
nn  inci-uaac  in  the  qmuitity  of  money,  say  by  the  arrival  of 
a  foreigner  in  a  place,  with  a  treasure  of  gold  and  eilT^er. 
Wlieii  lie  cominoneeB  expending  it  (for  tliis  question  it  mat- 
ters not  whether  produutivoly  or  improduetively),  he  adds 
to  the  supply  of  money,  and  by  tlie  same  act,  to  the  demand 
for  giiods.  Doubtless  he  adds,  in  the  first  instance,  to  the 
demand  only  for  certain  liinds  of  goods,  namely,  those  which 
lie  selectH  for  purciiase ;  lie  will  immediately  raise  the  price 
of  tliose,  ami  so  far  as  lie  is  individually  concerned,  of  those 
only.  If  ho  spends  his  funds  in  giving  entertainments,  he 
will  raise  the  priees  of  food  and  wine.  If  he  expends  them 
in  establishing  a  inanufaetory,  lie  will  raise  the  prices  of  la- 
bour and  materials.  But  at  the  higher  prices,  more  money 
will  jiass  int "J  the  hands  of  the  sellers  of  these  different  arti- 
cles ;  and  they,  whoiher  labourers  or  dealers,  having  more 
money  to  lay  nut,  will  create  an  increased  demand  for  all 
the  things  whicli  tlicy  are  accustomed  to  purchase:  these 
accordingly  will  rise  in  price,  and  so  on  until  the  rise  has 
reached  evcrytliing.  I  say  everything,  though  it  is  of  course 
possible  tliat  the  influx  of  money  might  take  place  through 
the  medium  of  some  new  class  of  consumers,  or  in  such  a  ' 
manner  as  to  alter  the  jiroportions  of  different  classes  of 
consumers  to  one  another,  so  flint  a  greater  share  of  the 
national  income  than  before  would  thenceforth  he  expended 
in  some  articles,  and  a  smaller  in  others ;  exactly  as  if  a 
cliango  had  taken  place  in  the  tasles  and  wants  of  the  com- 
munity. If  this  were  the  case,  then  unlil  production  liad 
accommodated  itself  to  this  change  in  the  comparative  de- 
mand t'or  dirt'erent  tilings,  there  would  be  a  real  alteration 
in  values,  and  smiie  things  would  rise  in  price  more  than 
others,  while  some  peHiaps  would  not  rise  at  all  These 
eti'ects,  howCTer,  would  evidently  proceed,  not  from  tha 
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mere  increase  of  money,  but  from  accessory  circumstances 
attending  it.  We  are  now  only  called  upon  to  cuiibidcr 
^Lat  would  be  the  eflect  of  an  increase  of  money,  consid- 
ered by  itself.  Supposing  the  money  in  the  hands  of  indi- 
viduals to  be  increased,  the  wants  and  inclinations  of  the 
community  collectively  in  respect  to  consumption  remaining 
exactly  the  same ;  the  increase  of  demand  would  reatth  all 
things  equally,  and  there  would  be  an  universal  rise  of 
prices.  We  might  suppose  with  Hume,  that  some  morning, 
every  person  in  the  nation  should  wake  and  find  a  gold  coin 
in  his  pocket :  tliis  example,  however,  would  involve  an 
alteration  of  the  proportions  in  the  demand  for  different 
commodities ;  the  luxuries  of  the  poor  would,  in  the  first 
instance,  be  raised  in  price,  in  a  much  greater  degree  than 
other  things.  Let  us  rather  suppose,  therefore,  that  to  every 
pomid,  or  shilling,  or  penny,  in  the  possession  of  any  one, 
another  pound,  shilling,  or  penny,  were  suddenly  added. 
There  would  be  an  increased  money  demand,  and  conse- 
quently an  increased  money  value,  or  price,  for  things  of 
all  sorts.  This  increased  value  would  do  no  good  to  any 
one ;  would  make  no  difference,  except  that  of  having  to 
reckon  pounds,  shillings,  and  pence,  in  higher  numbers.  It 
would  be  an  increase  of  values  only  as  estimated  in  money, 
a  thing  only  wanted  to  buy  other  things  with ;  and  would 
not  enable  any  one  to  buy  more  of  them  than  before.  Prices 
would  have  risen  in  a  certain  ratio,  and  the  value  of  money 
woald  have  fallen  in  the  same  ratio. 

It  is  to  be  remarked  that  this  ratio  would  be  precisely 
that  in  which  the  quantity  of  money  had  been  increased. 
If  the  whole  money  in  circulation  was  doubled,  prices  would 
be  doubled.  If  it  was  only  increased  one-fourth,  prices 
would  rise  one-fourth.  Tliere  would  be  one-fourth  more 
money,  all  of  which  would  be  used  to  purchase  goo<]s  of 
MMne  description.  When  there  had  been  time  for  the  in- 
ereaaed  supply  of  money  to  reach  all  markets,  or  (according 
to  the  conventional  metaphor)  to  permeate  all  the  channels 
of  cireiilation,  all  prices  would  have  risen  one-fourth.     But 
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till)  gL-neral  rise  of  price  is  iiidcpL'iitieiit  of  this  diffusing  and 
cqiiiiliziug  procct^s.  Evtn  if  some  jjiici's  wuro  raised  more, 
and  others  less,  the  average  rise  would  be  one-fourth.  TJiis 
is  a  necessary  eonscfiuenee  of  tlie  fact,  that  a  fomlh  more 
money  wimld  Imie  been  given  for  only  tlie  same  quantity 
of  goods.  General  ]»riees,  therefore,  would  in  any  ease  he 
a  foiiith  higher. 

The  very  same  effect  would  be  |irodneed  on  prices  if  we 
suppose  the  goods  diminished,  instead  of  the  money  in- 
creased; and  the  coutriiry  eiFect  if  the  goods  were  increased, 
or  the  money  dimini.slied.  If  there  were  lesa  money  in  the 
handd  of  the  eiuimiiniity,  and  the  s-anie  anionnt  of  goods  to 
be  sold,  IcftS  Mionuy  jdtngelher  would  be  given  for  tliem,  and 
they  would  he  sold  at  lower  jiriccs;  lower,  too,  in  the  pre- 
cise ratio  in  whii'li  the  money  was  diuiinished.  So  that  the 
value  of  money,  otiier  thiiipa  hcing  the  same,  variea  inversely 
as  its  quantity ;  every  increase  of  quantity  lowering  the 
value,  and  every  dimiinitioii  raising  it,  in  a  ratio  exactly 
equivalent. 

This,  it  mu.?t  be  observed,  is  a  properly  pevidiar  to 
money.  We  did  not  lind  it  to  bo  true  of  eomniodities  gen- 
erally, that  every  diuiinuliou  of  supply  raised  the  value 
exactly  in  projiorliou  to  the  deficicTiey,  or  that  every  in- 
ecease  lowered  it  in  the  jirecise  ratio  of  the  excess.  Some 
things  are  usually  uliected  in  a  gi'eater  ratio  than  that  of 
the  e.xeesa  or  diticiein'v,  others  usually  in  a  less:  because, 
in  ordiiiaiy  ciiws  of  demand,  tbe  desire,  being  for  the  thing 
itself,  may  be  Btrongcr  or  weaker ;  and  the  amount  of  what 
in-o|ile  are  willing  In  exjioud  on  it,  being  in  any  case  a 
liiiiitrrl  quantity,  may  be  affected  in  very  unequal  degrees 
by  difhculty  or  facility  of  attainment.  lint  in  the  case  of 
money,  whii-li  i*  ilesii-ed  i\A  the  Tiieans  of  universal  pureliase, 
the  demand  conwslu  of  everything  which  people  have  to 
sell  ;  and  the  "uly  limit  to  what  they  are  willing  to  give, 
is  the  limit  s-^t  by  tlieir  having  nothing  more  to  offer.  Tlie 
whole  of  the  gnoiU  being  in  any  case  exi-lianged  for  the 
wli.ilc  .if  the  mniii'v  which  comes  into  ihc  market  to  be  laid 
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out,  they  will  sell  for  less  or  more  of  it,  exactly  according 
as  less  or  more  is  brought. 

§  3.  From  what  precedes,  it  might  for  a  moment  be 
supposed,  that  all  the  goods  on  sale  in  a  country  at  any  one 
time,  are  exchanged  for  all  the  money  existing  and  in  cir- 
culation at  that  same  time :  or,  in  other  words,  that  there 
is  always  in  circulation  in  a  country,  a  quantity  of  money 
equal  in  value  to  the  whole  of  the  goods  then  and  there  on 
sale.  But  this  would  be  a  complete  misapprehent>ion.  The 
money  laid  out  is  equal  in  value  to  the  goods  it  purchases ; 
but  the  quantity  of  money  laid  out  is  not  the  same  thing 
with  the  quantity  in  circulation.  As  the  money  passes  from 
hand  to  hand,  the  same  piece  of  money  is  laid  out  many 
times,  before  all  the  things  on  sale  at  one  time  are  purchased 
and  finally  removed  from  the  market :  and  each  pound  or 
dollar  must  be  counted  for  as  many  pounds  or  dollars,  as 
the  number  of  times  it  changes  hands  in  order  to  effect  this 
object.  The  greater  part  of  the  goods  must  also  be  counted 
more  than  once,  not  only  because  most  things  j)a8S  through 
the  hands  of  several  sets  of  manufacturei*s  and  dealers  before 
they  assume  the  form  in  which  they  are  finally  consumed, 
but  because  in  times  of  speculation  (and  all  times  are  so, 
more  or  less)  ihe  same  goods  are  otlen  bought  repeatedly, 
to  be  resold  for  a  profit,  before  they  are  bought  for  tlie  pur- 
pose of  consumption  at  all. 

If  we  assume  the  quantity  of  goods  on  sale,  and  the 
number  of  times  those  goods  are  resold,  to  be  fixed  quanti- 
ties, tlie  value  of  money  will  depend  upon  its  quantity,  to- 
getlier  with  the  average  number  of  times  that  each  piece 
changes  bands  in  the  process.  Tlie  whole  of  the  goods  sold 
(coonting  each  resale  of  the  same  goods  as  so  much  added 
to  the  goods)  have  been  exchanged  for  the  whole  of  the 
money,  multiplied  by  the  number  of  purchases  made  on  the 
average  by  each  piece.  Consequently,  the  amount  of  goods 
and  of  transactions  being  the  same,  the  value  of  money  is 
inrefBely  as  its  quantity  multiplied  by  what  is  called  the 
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rapidity  of  circulation.  And  the  quantity  of  money  iu  eir. 
euIalioM,  is  equal  to  the  money  value  of  all  the  goods  sold, 
divided  by  the  number  which  expresses  the  rapidity  of  cir- 
culiitiun. 

Tlic  phrase,  rapidity  of  circulation,  reqnirea  some  com- 
ment.  It  niiiut  nut  be  uiideriitood  to  mean,  the  number  of 
purchases  made  by  each  piece  of  uioney  iu  a  given  time. 
Time  h  not  the  thing  to  he  cousidered.  The  state  of  society 
may  be  such,  that  each  piece  of  money  hardly  performs  more 
than  one  purchase  in  a  year ;  hut  if  this  arises  from  the 
small  number  of  transactions — from  the  small  amount  of 
bui^iness  done,  the  want  of  activity  in  traffic,  or  because 
■what  traffic  there  is,  mostly  t:ikcs  place  hy  barter — it  con- 
stitutes no  reason  why  prices  should  be  lower,  or  the  value 
of  money  higlicr.  Tlie  essential  point  is,  not  how  often  the 
Kume  money  changes  liands  in  a  given  time,  but  how  ot^eti 
it  changes  hands  in  order  to  perform  a  given  amount  of 
trafliu.  We  must  compare  the  number  of  purchases  made 
by  llic  money  in  a  given  thne,  nut  with  the  time  itself,  but 
■with  the  goods  sold  iu  that  same  time.  If  each  piece  of 
money  changes  hands  on  uii  average  ten  times  while  goods 
are  sold  to  the  value  of  a  million  sterling,  it  is  evident  that 
the  money  required  to  circulate  those  goods  is  100,000^. 
Anil  eonvcrsely,  if  the  money  in  ciroulatiun  is  100,000/., 
anil  each  jilcce  changes  liauiib  by  the  purchase  of  goods  ten 
times  in  a  nionlh,  llic  sales  ••{'  guod^  fur  money  which  take 
place  every  montii  must  iiiiiount  ^m  the  average  to  l,OnO,000?, 

Ilapiiiity  of  cli'cuhitiou  being  a  ]ilirase  eo  ill  adapted 
to  express  the  only  thing  wliich  it  is  of  any  importance  tv 
expre^  by  it,  and  having  a  tendency  to  confuse  the  subject 
by  suggesting  a  meaning  extremely  different  from  the  one 
intcndc<l,  it  would  be  a  gimd  thing  if  the  phrase  could  be 
got  rid  of,  and  another  substituted,  more  directly  significant 
of  the  idea  meant  to  be  conveyed.  Some  such  expression 
as  "the  effiricncy  of  money,"  tliough  imt  unexceptionable, 
would  d"  belter  ;  as  it  wiiui<l  point  atteution  to  the  quan- 
tity of  wort  done,  without  suggesting  the  idea  of  estimating 
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it  by  time.  Until  an  appropriate  term  can  be  devised,  we 
must  be  eontent  when  ambiguity  is  to  be  apprehended,  to 
express  tlie  idea  by  the  circumlocution  which  alone  conveys 
it  adequately,  namely,  the  average  number  of  purchases 
made  by  each  piece  in  order  to  affect  a  given  pecuniary 
amount  of  transactions. 

§  4.  The  proposition  which  we  have  laid  down  respect- 
ing the  dependence  of  general  prices  upon  the  quantity  of 
money  in  circulation,  must  be  understood  as  applying  only 
to  a  state  of  things  in  which  money,  that  is,  gold  or  silver, 
is  the  exclusive  instrument  of  exchange,  and  actually  passes 
from  hand  to  hand  at  every  purchase,  credit  in  any  of  its 
shapes  being  unknown.  When  credit  comes  into  play  as  a 
means  of  purchasing,  distinct  from  money  in  hand,  we  shall 
hereafter  find  that  the  connexion  between  prices  and  the 
amount  of  the  circulating  medium  is  much  less  direct  and 
intimate,  and  that  such  connexion  as  does  exist,  no  longer  ad- 
mits of  so  simple  a  mode  of  expression.  But  on  a  subject  so 
full  of  complexity  as  that  of  currency  and  prices,  it  is  neces- 
sary to  lay  the  foundation  of  our  theory  in  a  thorough  un- 
derstanding of  the  most  simple  cases,  which  we  shall  always 
find  lying  as  a  groundwork  or  substratum  under  those  which 
arise  in  practice.  That  an  increase  of  the  quantity  of  money 
raises  prices,  and  a  diminution  lowers  them,  is  the  most  ele- 
mentary proposition  in  the  theory  of  currency,  and  without 
it  we  should  have  no  key  to  any  of  the  others.  In  any  state 
of  things,  however,  except  the  simple  and  primitive  one 
whidi  we  liave  supposed,  the  proposition  is  only  true  other 
things  being  the  same :  and  what  those  other  things  are, 
which  must  be  the  same,  we  are  not  yet  ready  to  pronounce. 
We  can,  however,  point  out,  even  now,  one  or  two  of  the 
cautions  with  which  the  princi|)le  must  be  guarded  in  at- 
tempting to  make  use  of  it  for  the  practical  explanation  of 
pbe&omena ;  cautions  the  more  indispensable,  as  the  doc- 
trinCi  though  a  s<*ientific  truth,  has  of  late  years  been  the 

Ibmidation  of  a  greater  mass  of  false  theory,  and  erroneous 
42 


84  BOOK  Iir,      CHAPTER   VIII.     §4. 

interpretation  of  facts,  than  any  other  proposition  relating 
to  interchange.  Fram  tlie  time  of  the  resumjrtion  of  cash 
payments  by  the  Act  of  1819,  and  especially  since  the  com- 
mercial crijiis  of  ]  825,  tlie  favourite  exphtiiiition  of  every  rise 
or  fall  of  pricea  lias  been  "the  currency  ;"  and  like  most 
popular  theories,  the  doctrine  has  been  applied  with  little 
reganl  to  the  cnmlitions  necenaary  for  making  it  correct. 

For  example,  it  is  habitually  assumed  that  whenever 
there  is  a  greater  anionnt  of  money  in  the  country,  or  in 
exi.'stenee,  a  rise  of  prices  mnst  necessarily  follow,  Bnt  this 
is  by  no  means  an  inevitable  consequence.  In  no  commod- 
ity is  it  the  qua;itity  in  existence,  bnt  the  quantity  offered 
for  sale,  that  determines  the  value.  Whatever  may  be  the 
quantity  of  money  in  the  country,  only  that  part  of  it  will 
affect  jiricos,  which  goes  into  the  market  of  commodities, 
and  is  there  actually  exchanged  against  goods.  Whatever 
increases  the  amount  of  this  portion  of  the  money  in  the 
country,  tends  to  raiee  prices.  But  money  hoanled  does  not 
act  on  prices.  Money  kept  in  reserve  by  individuals  to 
meet  continprncies  which  do  not  occur,  does  not  act  on 
prir'ps.  The  iminey  in  the  coffers  of  the  Bank,  or  retained 
as  a  reserve  by  private  hankers,  does  not  act  on  prices  until 
drawn  out,  nor  even  then  unhss  drawn  out  to  he  expended 
in  cnmmoditii's. 

It  freipii'ittly  li!i|i]"'ns  that  money,  to  a  considerable 
amount,  is  bmui^lit  into  the  country,  is  there  actually  in- 
vested as  cajiital,  and  ayain  Hows  out,  without  having  ever 
once  acted  upon  tiic  markets  of  commoiliiica,  but  only  upon 
the  market  of  securities,  or,  as  it  is  commoTily  though  im- 
jiroperly  called,  the  money  market.  Let  us  return  to  tbo 
case  already  put  for  illustratiim,  that  of  a  foreigner  landing 
in  the  country  with  a  treasure.  We  snpiioseil  him  to  em- 
ploy his  treasure.'  in  Ihe  jinifhase  of  goods  for  his  own  use, 
or  in  setting  up  a  nninufaetory  and  employing  labourers; 
and  in  either  case  lie  would,  ivc/'v/s  yxfWi'M,  raise  prices. 
Bnt  instead  of  dfing  cither  of  tlR-se  things,  he  might  very 
probably  prefer  to  invest  bis  foilune  at  interest;  wbicJi  we 
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shall  suppose  him  to  do  in  the  most  obvious  way,  by  becom- 
ing a  competitor  for  a  portion  of  the  stock,  exchequer  bills, 
railway  debentures,  mercantile  bills,  mortgages,  &c.,  which 
are  at  all  times  in  the  hands  of  the  public.  By  doing  this 
he  would  raise  the  prices  of  those  different  securities,  or  in 
other  words  would  lower  the  rate  of  interest ;  and  since  this 
would  disturb  the  relation  previously  existing  between  the 
rate  of  interest  on  capital  in  the  country  itself,  and  that  in 
foreign  countries,  it  would  probably  induce  some  of  those 
who  had  floating  capital  seeking  employment,  to  send  it 
abroad  for  foreign  investment,  rather  than  buy  securities  at 
home  at  the  advanced  price.  As  much  money  might  thus 
go  out  as  had  previously  come  in,  while  the  prices  of  com- 
modities would  have  shown  no  trace  of  its  temporal^  pres- 
ence. This  is  a  case  highly  deserving  of  attention  :  and  it 
is  a  fact  now  beginning  to  be  recognised,  that  the  passage 
of  the  precious  metals  from  country  to  country  is  determined 
much  more  than  was  formerly  supposed,  by  the  state  of  the 
loan  market  in  different  countries,  and  much  less  by  the 
state  of  prices. 

Another  point  must  be  adverted  to,  in  order  to  avoid 
serious  error  in  the  interjiretation  of  mercantile  phenomena. 
If  there  be,  at  any  time,  an  increase  in  the  nimiber  of  money 
transactions,  a  thing  continually  liable  to  happen  from 
differences  in  the  activity  of  speculation,  and  even  in  the 
time  of  year  (since  certain  kinds  of  business  are  transacted 
only  at  particular  seasons) ;  an  increase  of  the  currency 
which  is  only  proportional  to  this  increase  of  transactions, 
and  is  of  no  longer  duration,  has  no  tendency  to  raise  prices. 
At  the  quarterly  periods  when  the  public  dividends  are  paid 
at  the  Bank,  a  sudden  increase  takes  place  of  the  money  in 
Ae  hands  of  the  public ;  an  increase  estimated  at  from 
a  fifth  t6  two-fifths  of  the  whole  issues  of  the  Bank  of 
Xogland.  Yet  this  never  has  any  effect  on  prices  ;  and  in  a 
werj  few  weeks,  the  currency  has  again  shrunk*into  its  usual 
dnnensionB,  by  a  mere  reduction  in  the  demands  of  the 
pnblie  (tdter  so  copious  a  supply  of  ready  money)  for  accom- 
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iiKirlation  from  the  Bnnk  in  the  way  of  discount  or  loan. 
Ill  liliL-  iiiaiiTiei'  the  (;uri-eiiey  of  the  aj^riciiltural  districts 
fliittuates  ill  amount  at  different  seasons  of  the  year.  It  is 
always  lowest  in  Aiignst :  "  it  rises  generally  towanis  Chnst- 
iiias,  and  obtiiins  its  greatest  clcvatitm  ubont  Lady-day, 
when  the  fanner  commonly  lava  in  his  stock,  and  lias  to  pay 
liis  ivnt  and  suinmer  taxes,"  and  when  he  therefore  makes 
his  priucipal  a]ii>lic'ut!ons  to  euiintry  bankers  for  loans. 
"Tliofie  variations  occur  with  the  same  regularity  as  the 
season,  and  with  just  as  little  di>tcrl>ance  of  the  markets  as 
the  quarterly  fluctuations  of  the  notes  of  llie  Bank  of  Eng- 
land, As  soon  as  the  extra  payments  have  been  completed, 
tilt!  siipcrflnous"  currency,  which  is  estimated  at  half  a 
million,  '■  as  certainly  and  immediately  is  reabsorbed  and 
disappears."  * 

If  extra  euriTiicy  wori-  not  forthcoming  to  make  these 
extra  yiaymcnts,  one  of  throe  things  ninst  Jiaiijien.  Either 
the  payments  nnist  be  made  witiioiit  money,  by  a  re- 
sort to  sonn;  -of  those  contrivances  by  whieli  its  use  is  dis- 
pensed wirh  ;  or  there  must  be  an  increase  in  the  rapidity 
of  circulation,  the  same  snm  of  money  being  made  to  per- 
fonn  more  payments ;  or  if  neither  of  these  things  took 
jilace,  money  to  make  the  extra  payments  must  be  with- 
drawn from  ihe  maiket  for  commodities,  and  prices,  conse- 
quently, must  fall.  An  increase  of  the  circulating  medinm, 
conformable  in  extent  and  duration  to  the  temporary  stress 
of  business,  does  not  raise  prices,  but  merely  prevents  this 
fall. 

'Flic  sequel  of  our  investigation  will  point  out  many 
other  qnalifications  with  which  the  proposition  must  be 
received,  that  the  value  of  the  circulating  medium  depends 
on  tlic  demand  and  snpply,  and  is  in  the  inverse  ratio  of  the 
ijnantity  ;  ipialifieations  whicJi,  nndcr  a  complex  'system  of 
credit  like  that  existing  in  England,  render  the  proposition 
an  extremely  incorrect  expression  of  the  fact, 

*  Fullurton  ou  the  Rtgalalimi  uf  Cumiieici,  2iid  edit.  pp.  87 — B. 


CHAPTER  IX. 

OP  THE  VALUE  OF  MONEY,  AS  DEPENDENT  ON  COST  OF 

PRODUCTION. 

§  1.  But  money,  no  more  than  commodities  in  general, 
has  its  value  definitively  determined  by  demand  and  supply. 
The  ultimate  regulator  of  its  value  is  Cost  of  Production. 

We  are  supposing,  of  course,  that  things  are  left  to  them- 
selves. Governments  have  not  always  left  things  to  them- 
selves. They  have  undertaken  to  prevent  the  quantity  of 
money  from  adjusting  itself  according  to  spontaneous  laws, 
and  have  endeavoured  to  regulate  it  at  their  pleasure  ;  gen- 
erally with  a  view  of  keeping  a  greater  quantity  of  money 
in  the  country,  than  would  otherwise  have  remained  there. 
It  was,  until  lately,  the  policy  of  all  governments  to  inter- 
dict the  exportation  and  the  melting  of  money ;  while,  by 
encouraging  the  exportation  and  impeding  the  importation 
of  other  things,  they  endeavoured  to  have  a  stream  of  money 
constantly  flowing  in.  By  this  course  they  gratified  two  pre- 
judices; they  drew,  or  thought  that  they  drew,  more  money 
into  the  country,  which  they  believed  to  be  tantamount  to 
more  wealth  ;  and  they  gave,  or  thought  that  they  gave,  to 
an  producers  and  dealers,  high  prices,  which,  though  no 
real  advantage,  people  are  always  inclined  to  suppose  to  be 
ono* 

In  this  attempt  to  regulate  the  value  of  money  artificially 
by  means  of  the  supply,  governments  have  never  succeeded 
in  die  d^ree,  or  even  in  the  manner,  which  they  intended. 
Tlwur  prohibitions  against  exporting  or  melting  the  coin 
have  never  been  effectual.     A  commodity  of  such  small 
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bulk  in  proportion  to  its  value  is  ao  easily  smuggled,  and 
Btill  more  easily  melted,  that  it  haa  been  imjiosaibtc  by  tlie 
must  Btriugcnt  measures  to  [ireveiit  tlifse  operations.  All  the 
risk  wliicli  it  was  in  the  power  of  governments  to  attaeh  to 
them,  was  outweighed  by  a  very  modei'ate  i)rofit,*  In  the 
more  indirect  mode  of  aiming  at  thu  same  purpose,  by  throw- 
ing dif}i(!ii!ties  in  the  way  of  making  the  retuins  for  exported 
good:^  in  any  other  commodity  than  money,  they  liave  not 
been  'iiiitu  so  utiriuw-essful.  They  iiave  not,  indeed,  succeed- 
ed in  making  money  flow  continuously  into  the  country  ;  but 
tiiey  have  to  a  certain  extent  been  able  to  keep  it  at  a  higher 
than  ilB  natural  level ;  and  liave,  thus  far,  removed  the  value 
of  money  from  exclusive  dependence  on  the  causes  which  fix 
the  values  of  things  not  artificially  interfered  with. 

We  aru',  however,  to  suppose  a  state,  not  of  artificial 
regulation,  but  of  freedom.  In  that  state,  and  assuming  no 
charge  to  be  made  for  coinage,  the  value  of  money  will  con- 
form to  the  value  of  the  bullion  of  wliicli  it  is  made.  A 
pound  weight  of  gohl  or  silver  in  coin,  and  the  same  weight 
in  an  ingot,  will  precisely  exchange  for  one  another.  On  the 
supposition  of  freedom,  the  metal  cannot  be  worth  more  in 
the  Blate  of  bullion  than  of  coin ;  for  as  it  can  be  melted 
without  any  loss  of  time,  and  with  hardly  any  expense,  tbis 
would  of  course  be  done  until  the  (juantity  in  circulation 
was  so  much  diiniiiished  as  to  cipializc  its  vahic  with  that  of 
the  same  weight  in  bullinn.  It  may  bo  thought  however 
that  the  coin,  though  it  Ciiunot  he  of  less,  may  be,  and  being 
a  mannfacfured  article  will  iiaturidly  be,  of  greater  value 
than  the  bullion  coutaincd  in  it,  on  the  same  principle  on 
which  liuen  chitli  is  of  more  value  than  an  eijual  weight  of 
linen  yarn.     This  -would  be  true,  were  it  not  that  Govern- 


•  The  p|n-tl  of  Iht'  pmliiliitinn  caniii.1,  lii.nCTiT,  Tiiive  Vpn  sn  piKirelv  ins{g- 
nificiiiil  as  it  liiis  Iippii  Bui'piifli'il  i"  I"'  liy  wrilFrs  dii  iIii>  imliji'ct.  The  farts  mi- 
duLiil  l<y  Mp.  KiillHrlipii,  in  lilt'  mnv  to  papp  7  of  his  work  mi  the  Rogulniion  of 
(.'uri'viii'U-?,  »li(iw  lliiil  it  I'viiiiirvit  a  urt.'iiti.-r  pi:ri;cnlugL'  iif  'liD'trtnce  in  value  be- 
tii'rr'ii  ciriii  HiiU  liulliuii  iliiiu  bas  cunuiioulf  bvua  iauigmcJ,  to  bring  the  oun  U 
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ment|  in  tbis  country  and  in  some  others,  coins  money  gratis 
for  any  one  who  furnishes  the  metal.  The  labour  and  ex- 
pense of  coinage,  when  not  charged  to  the  possessor,  do  not 
raise  the  value  of  the  article.  If  Government  opened  an 
^ce  where,  on  delivery  of  a  given  weight  of  yam,  it  re- 
tamed  the  same  weight  of  cloth  to  any  one  who  asked  for 
it,  cloth  would  be  worth  no  more  in  the  market  than  the 
yam  it  contained.  As  soon  as  coin  is  worth  a  fraction  more 
than  the  value  of  the  bullion,  it  becomes  the  interest  of  the 
holders  of  bullion  to  send  it  to  be  coined.  If  Government, 
however,  throws  the  expense  of  coinage,  as  is  reasonable, 
upon  the  holder,  by  making  a  charge  to  cover  the  expense 
(which  is  done  by  giving  back  rather  less  in  coin  than  has 
been  received  in  bullion,  and  is  called  levying  a  seignorage),- 
the  coin  will  rise,  to  the  extent  of  the  seignorage,  above  the 
Talue  of  the  bullion.  If  the  mint  kept  back  one  per  cent,  to 
pay  the  expense  of  coinage,  it  would  be  against  the  interest 
of  the  holders  of  bullion  to  have  it  coined,  until  the  coin 
was  more  valuable  than  the  bullion  by  at  least  that  fraction. 
The  coin,  therefore,  would  be  kept  one  per  cent  higher  in 
value,  which  could  only  be  by  keeping  it  one  per  cent  less 
in  quantity,  than  if  its  coinage  were  gratuitous. 

The  Government  might  attempt  to  obtain  a  profit  by  the 
transaction,  and  might  lay  on  a  seignorage  calculated  for 
that  purpose ;  but  whatever  they  took  for  coinage  beyond 
its  expenses,  would  be  so  much  profit  on  private  coining. 
Coining,  though  not  so  easy  an  operation  as  melting,  is  far 
from  a  difiicult  one,  and,  when  the  coin  produced  is  of  full 
weight  and  standard  fineness,  is  very  difficult  to  detect.  If, 
therefore,  a  profit  could  be  made  by  coining  good  money,  it 
woald  certainly  be  done :  and  the  attempt  to  make  seignor- 
age a  source  of  revenue  would  be  defeated.  Any  attempt 
to  keep  the  value  of  the  coin  at  an  artificial  elevation,  not 
hj  m  aeignorage,  but  by  refusing  to  coin,  would  be  frustrated 
in  the  same  manner.* 

*  la  ffffpglhT»*^j  though  there  ib  no  seigDorage  on  gold  coin  (the  Mint  returning 
la  0Oia  dw  Mine  weight  of  pure  metal  which  it  receives  in  bullion),  there  in  a 
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§  2,  The  value  of  money,  tlieii,  eoufoniis,  permanently, 
and,  in  a  state  of  freudom,  almost  imrat.'diatelj',  to  the  valne 
of  tlie  metal  of  which  it  is  made  ;  with  the  addition,  or  not, 
of  tile  ex])ensea  of  coinage,  according  as  those  expenses  are 
borne  by  the  individual  or  by  the  state.  This  eitnplilies  ex- 
tremely the  question  wliich  we  have  here  to  consider  :  since 
gold  and  silver  bullion  are  commodities  like  any  others,  and 
their  value  dt-jiends,  like  that  of  other  things,  on  their  cost 
of  production. 

To  the  majority  of  civilized  countries,  gold  and  silver  are 
foreign  prodnota:  and  the  circunistancee  which  govern  the 
values  of  foreign  products,  pi-esent  some  questions  which  we 
arc  not  yet  ready  to  examine.  For  the  present,  therefore, 
we  must  suppose  the  ctmntry  wbieh  is  the  subject  of  our  in- 
quiries, to  be  snp]>licd  with  gold  and  silver  by  its  own 
mines,  reserving  for  future  coTisideration  liow  far  our  con- 
clusions require  modificaliun  to  ada]it  tlieni  to  the  more 
usual  case. 

Of  fho  three  classes  into  which  c-ununoditics  are  divided 
— those  absolutely  limited  in  su])ply,  those  which  may  he 
had  in  unlimited  quantity  at  A  given  cost  of  product iou,  and 
those  which  may  be  had  in  tinlituitcd  quantity,  but  at  an 
increasing  cost  of  jirocluction — the  precious  metals,  being 
the  jiroduce  of  mines,  belong  to  the  third  class.  Tlieir 
niitui'iil  value,  tlicrcforc,  is  in  the  long  run  proportional  to 
tlieir  cont  of  prodnction  in  the  most  unfavourable  existing 
circunitftunces,  that  is,  at  the  woi^st  mine  which  it  is  neces- 
Siiry  to  work  in  oitler  to  obtain  the  required  supply.  A 
jiound  weight  of  gold  will  in  the  gold-producing  countries, 
ultimately  tend  to  exchange  for  as  much  of  every  other  eoni- 
niodity,  as  is  produced  at  a  cost  equal  to  its  own  ;  meaning 

ddny  of  a  few  wteka  after  tlie  liullion  is  di-[itiMifid,  before  the  coin  cau  be  ob- 
tuiiii-ii,  uveiitiioning  u.  1u^  of  iiiliTi^nt,  uliieli,  In  [Iio  liiildfr,  U  cqui talent  \a  m 
ifiHlTi]-  m-igmiraRP.  From  Ihis  cbubp,  the  vului'  of  cnin  U  in  general  slightly 
aliuvu  Ihut  of  the  IJuUJiia  i(  coiiliunB.  An  iiiuice  o(  gnlil,  According  la  the  quui- 
titrof  metnl  in  b  snviTeifni.  xluiill't  he  wnrlh  SI.  1T<.  Iiqrf.;  but  it  wiia  ugiutl; 
quoled  at  3/,  n>.  "'I.,  imlil  llie  lUnlt  Charier  .\r.>l  iif  1844  made  it  impenitii^ 
1111  ilii.  Biiiik  luKiii-iiiiiiiiii.',"  fill  ull  t.uUioii  olfficdLMimilii-  mif  uf  a;.  n».  *i 
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hy  its  own  cost  the  cost  in  labour  and  expense,  at  the  least 
productive  sources  of  supply  which  the  then  existing  de- 
mand makes  it  necessary  to  work.  The  average  value  of 
gold  is  made  to  conform  to  its  natural  vahie  in  the  same 
manner  as  the  values  of  other  things  are  made  to  conform 
to  their  natural  value.  Suppose  that  it  were  selling  above 
its  natural  value ;  that  is,  above  the  value  which  is  an 
ecjuivaknt  for  the  labour  and  expense  of  mining,  and  for 
the  risks  attendin<?  a  branch  of  industry  in  which  nine  out 
of  ten  experiments  have  usually  been  failures.  A  part  of 
the  mass  of  floating  capital  which  is  on  the  look-out  for  in- 
vestment, would  take  the  direction  of  mining  enterprise ; 
the  supply  would  thus  be  increased,  and  the  value  would 
fall.  If,  on  the  contrary,  it  were  selling  below  its  natural 
value,  miners  would  not  be  obtaining  the  ordinary  profit ; 
they  would  slacken  their  works ;  u  the  depreciation  was 
great,  some  of  the  inferior  mines  would  perhaps  stop  work- 
ing altogether :  and  a  falling  oft'  in  the  animal  supply,  pre- 
venting the  annual  wear  and  tear  from  being  completely 
compensated,  would  by  degrees  reduce  the  quantity,  and 
restore  the  value. 

When  examined  more  closelv,  the  followinir  are  the 
details  of  the  process.  If  gold  is  above  its  natural  or  cost 
value — the  coin,  as  we  have  seen,  confonning  in  its  value  to 
the  bullion — n)oney  will  be  of  high  value,  and  tlie  prices  of 
all  things,  labour  included,  will  be  low.  These  low  prices 
will  lower  the  expenses  of  all  produ(?ers ;  but  as  their  re- 
turns will  also  be  lowered,  no  advantage  will  be  obtained  by 
any  producer,  except  the  proilucer  of  gold  :  whose  returns 
from  his  mine,  not  depending  on  price,  will  be  the  same  as 
before,  and  his  expenses  being  less,  he  will  obtain  extra 
profitB,  and  will  be  stimulated  to  increase  his  production. 
Eeonveno  if  the  metal  is  below  its  natural  value:  since  this 
is  as  much  as  to  say  that  prices  are  high,  and  the  money  ex- 
penses of  all  producers  unusually  great :  for  this,  however, 
all  other  producers  will  be  compensated  by  increased  money 
ratams:  tlie  miner  alone  will  extract  from  his  mine  no  more 
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metal  than  before,  while  his  expenses  will  he  greater  :  his 
profitB  tlierefure  being  diiiiiniBhed  or  aniiiliiiatcd,  he  will 
diiuiriisli  his  production,  il' not  abandon  his  employment. 

In  thia  niauner  it  is  that  the  value  of  money  ia  made  to 
conform  to  tlie  cost  of  ]ii'odiR-tion  of  the  metal  of  which  it  is 
maiic.  It  may  be  well,  however,  to  repeat  (what  has  been 
Buid  before)  that  the  adjnstmeiit  takes  a  long  time  to  effect, 
in  the  case  of  a  coinuiodity  bo  generally  desired  and  at  the 
same  time  so  durable  as  the  precions  metals.  Being  so 
largely  used  not  only  as  money  but  for  plate  and  oniament, 
there  is  at  all  times  a  very  large  i|uautity  of  these  loetats  in 
existont'c:  while  they  are  so  slowly  worn  out,  that  a  com- 
paratively small  annual  jn'oduetion  is  sufficient  to  keep  up 
the  snp]>ly,  and  to  make  any  addition  to  it  which  may  be 
jecjuired  by  the  increase  of  goods  lo  he  eircuiated,  or  by  the 
increased  demand  for  gold  and  silver  articles  hy  ^^-ealthy 
consumers.  Even  if  this  small  annual  supply  were  stopt 
entirely,  it  would  re(|iiirc  many  years  to  reduce  the  quantity 
BO  much  as  to  make  any  very  material  diiference  in  prices. 
Tlie  quantity  may  be  iiiereased,  much  more  rapidly  than  it 
can  he  diininislied  ;  hut  the  increase  must  be  very  great  be- 
fore it  can  make  itself  ranch  felt  o\er  such  a  mass  of  the 
jireeious  metals  as  exists  in  the  whole  commercial  world. 
And  lieiiee  the  eflecta  of  all  changes  in  the  conditions  of 
priiduction  of  the  |irecions  metals  are  at  first,  and  continue 
to  he  for  many  years,  questions  of  quantity  only,  with  little 
reference  to  cost  of  [iroductioii.  More  et-pveially  is  this  the 
case  when,  as  at  the  present  time,  many  new  sources  of  sup- 
ply have  been  simultaneously  iijieiied,  niost  of  them  prae- 
ticiible  by  labour  alone,  without  any  capital  in  advance  be- 
yond a  pickaxe  and  a  weeks  fuod,  aiut  when  the  opeiationa 
are  as  yet  whidly  experinientul,  tlie  eomparative  ]iermanent 
pi-odnctiveiiess  of  the  ditfcrent  source's  being  entirely  unas- 
eertaiiied. 

^  3.  Sincr,  linivever,  tlie  \ahic  of  money  really  con- 
forms, like  that  of  other  things,  though  more  slowly,  to  its 
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zo&t  of  production,  some  political  economists  have  objected 
altogether  to  the  statement  that  the  value  of  money  depends 
on  its  quantity  combined  with  the  rapidity  of  circulation ; 
which,  they  think,  is  assuming  a  law  for  money  that  does 
not  exist  for  any  other  commodity,  when  the  truth  is  that  it 
is  governed  by  the  very  same  laws.  To  this  we  may  an- 
swer, in  the  first  place,  that  the  statement  in  question  as- 
sumes no  peculiar  law.  It  is  simply  the  law  of  demand 
and  supply,  which  is  acknowledged  to  be  applicable  to  all 
commodities,  and  which,  in  the  case  of  money  as  of  most 
other  things,  is  controlled,  but  not  set  aside,  by  the  law  of 
cost  of  production,  since  cost  of  production  would  have  no 
effect  on  value  if  it  could  have  none  on  supply.  But,  sec- 
ondly, there  really  is,  in  one  respect,  a  closer  connexion  be- 
tween the  value  of  money  and  its  quantity,  than  between 
the  values  of  other  things  and  their  quantity.  Tlie  value 
of  other  things  conforms  to  the  changes  in  the  cost  of  pro- 
duction, without  requiring,  as  a  condition,  that  there  should 
be  any  actual  alteration  of  the  6upi)ly  :  the  potential  altera- 
tion is  sufficient ;  and  if  there  even  be  an  a(itual  alteration, 
it  is  but  a  temporary  one,  except  in  so  far  as  the  altered 
value  may  make  a  difference  in  the  demand,  and  so  require 
an  increase  or  diminution  of  supply,  as  a  consequence,  not 
a  cause,  of  the  alteration  in  value.  [Now  this  is  also  true  of 
gold  and  silver,  considered  as  articles  of  expenditure  for  or- 
nament and  luxury ;  but  it  is  not  true  of  money.  If  the 
permanent  cost  of  production  of  gold  were  reduced  onc- 
fonrth,  it  might  happen  that  there  would  not  be  more  of  it 
bought  for  plate,  gilding,  or  jewellery,  than  before ;  and  if 
BO,  though  the  value  would  fall,  the  quantity  extracted  from 
the  mines  for  these  purposes,  would  be  no  greater  than  pre- 
viously. Not  BO  with  the  portion  used  as  money ;  that  jjor- 
tion  coald  not  fall  in  value  one-fourth,  unless  actually  in- 
creaaed  one-fourth ;  for,  at  prices  one-fourth  higher,  one-fourth 
more  money  would  be  required  to  make  the  accustomed  pur 
dhtWB ;  and  if  this  were  not  forthcoming,  some  of  the  com- 
moditioB  would  be  without  ])urcliasers,  and  i)ri(»es  could  not 
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be  kept  up.  Alterations,  therefore,  in  the  cost  of  production 
of  the  precious  metals,  do  not  act  upon  the  value  of  money 
except  just  in  ]>roportion  as  they  increase  or  diminish  its 
rpuintity  ;  which  cannot  be  said  of  any  other  commodity. 
It  would  tlicretbre,  I  conceive,  be  an  error,  both  Bcien- 
tilicully  and  practically,  to  discard  the  proposition  which 
asserts  a  connexion  between  the  value  of  money  and  its 
cjuautity. 

It  is  evident,  however,  that  the  cost  of  production,  in 
tlie  long  run,  reguhxtcs  the  (juantity  ;  and  that  every  coun- 
try (tein])orary  fluctuations  excepted)  will  possess,  and  have 
in  tirculation,  just  that  (piantity  of  money,  which  will  per- 
t'orni  all  the  exchanj^es  required  of  it,  consistently  with  main- 
taininijc  a  value  conformable  to  its  cost  of  ])roduction.  The 
prices  of  thlni^s  will,  on  the  average,  be  such  that  money 
will  exchange  for  its  own  cost  in  all  other  goods :  and,  pre- 
ci>cly  ])ecaiise  the  cjuantity  cain^ot  be  prevented  from  affect- 
ing the  value,  the  cpiantity  itself  will  (by  a  sort  of  self-acting 
machinery)  be  kept  at  the  amount  consistent  with  that 
standard  of  prices — at  the  amount  necessary  tor  performing, 
at  those  prices,  all  the  business  rccpiired  of  it. 

'*  The  quantity  wanted  will  depend  partly  on  the  cost 
of  producing  gold,  and  ])artly  on  the  rapidity  of  its  circula- 
tion. The  rajiidity  of  circnlatic>n  being  given,  it  would  de- 
pcn<l  vn  the  co>t  of  production  :  and  the  cost  of  production 
being  given,  the  (juaiitity  of  money  would  depend  on  the 
rapidity  of  its  circulation."  "  After  what  has  been  already 
said,  1  liope  that  neither  of  these  pro})ositions  stands  in  need 
of  aiiv  further  illu>ti'ation. 

]\It)iiev,  tlien,  like  commodities  in  o-eniM'al,  havins:  a 
vahu'  dependent  on,  and  ]>i"n])oi't ioiial  t(»,  its  co.»t  of  ])roduC' 
tioii  :  the  tlicory  of  moiiev  is,  l)v  the  adniis-ion  of  this  prin- 
eiph'.  -tript  Mt'a  gi-e;it  ]»:irt  of  tlie  my:>teiy  whicli  apparently' 


*  I  ii'iii  ^(iMH-  ptiiiiciK  l"if  ii'»f  |iiilili>}if(l,  Lrctiii crt  nl"  Mr  Sriiior:  in  wliich 
i1i<  '.'1'  it  ilii].: .  Ik  (•<  III  ilir  lit|viii»-^  (loin-  liv  iijcinrv,  MS  well  MS  in  tlu»  rapidity 
"t    ii«    «ii(  iil:ifi(.ii.  ill  ililV.Tciit  >tMt(>:  of  soi-ictv  Mini  rivili/;itit)n,  are  inlerestiugly 
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gnrrounded  it.  We  must  not  forget,  however,  that  this 
doctrine  only  applies  to  the  places  in  which  the  precious 
metals  are  actually  produced  ;  and  that  we  have  yet  to 
enqaire  whether  the  law  of  the  dependence  of  value  on  cost 
of  production  applies  to  the  exchange  of  things  produced  at 
distant  places.  But  however  this  may  be,  our  propositions 
with  respect  to  value  will  require  no  other  alteration,  where 
money  is  an  imported  commodity,  than  that  of  substituting 
for  the  cost  of  its  production,  the  cost  of  obtaining  it  in  the 
country.  Every  foreign  commodity  is  bought  by  giving  for 
it  some  domestic  production ;  and  the  labour  and  capital 
which  a  foreign  commodity  costs  to  us,  is  the  labour  and 
capital  expended  in  producing  the  quantity  of  our  own 
goods  which  we  give  in  exchange  for  it.  What  this  quan- 
tity depends  upon, — what  determines  the  proportions  of  in- 
terchange between  the  productions  of  one  country  and  tliose 
of  another, — is  indeed  a  question  of  somewhat  greater  com- 
plexity than  those  we  have  hitherto  considered.  But  this  at 
least  is  indisputable,  that  within  the  country  itself  the  value 
of  imported  commodities  is  determined  by  the  value,  and 
consequently  by  the  cost  of  production,  of  the  equivalent 
given  for  them ;  and  money,  where  it  is  an  imported  com- 
modity, is  subject  to  the  same  law. 


CHAPTER  X. 

OF   A   DOUBLE   STANDARD,  AND   SUBSIDIARY  COINS. 

5$  1.  TiTOD(iii  the  qualities  necessary  to  fit  any  com' 
niodity  for  being  used  as  money  aie  rarely  united  in  any 
(;oiisi(leral)le  perfection,  there  are  two  eonunodities  which 
]>oss('ss  them  in  an  eminent,  and  nearly  an  equal  degree; 
the  two  j>recioiis  metals,  as  they  are  called  ;  gold  and  silver. 
Some  nations  have  aeeordingly  attempted  to  compose  their 
circulatini^  medium  of  these  two  metals  indiscriminately. 

There  is  an  o])vious  convenience  in  making  use  of  the 
more  costly  metal  lor  larger  payments,  and  the  cheaper  one 
t'oi*  smaller  ;  and  the  only  (piestion  relates  to  the  mode  in 
which  this  can  best  be  done.  The  mode  most  frequently 
adopted  has  been  to  establish  between  the  two  metals  a 
lixcd  ])ioportion  ;  to  decide,  for  example,  that  a  gold  coin 
callL'd  ;l  son  ci'cigii  should  be  equivalent  to  twenty  of  the 
^ilvci-  coins  called  shillinc:s  :  •b(>th  the  one  and  the  other 
briii^^  called,  in  the  ordinarv  monev  of  account  of  the  conn- 
try,  by  the  same  denomination,  a  jxnind  :  and  it  being  left 
free  t(j  every  one  who  has  a  pound  to  pay,  either  to  pay  it 
in  the  one  metal  or  in  the  other. 

At  the  time  when  the  valuation  of  the  two  metals  rela- 
tivt^lv  to  each  other,  sav  twentv  shillinc:s  to  the  sovereisrn, 
or  twenty-one  shdlings  to  the  guinea,  was  first  made,  the 
}»r<)]).frtion  jn'obably  C(->rivsjK;nde(L  as  nearly  as  it  eould  be 
made   to  do,  with   the  ordinarv  relative  values  of  the  two 

t- 

metals,  grounde<l  on  their  cost  ot  ])i"oduetion  ;  and  if  those 
natural   or  cost  \  alnes  alwavs  continued  to  bear  the  same 
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ratio  to  one  another,  the  arrangement  would  be  unobjection- 
able. This,  however,  is  far  from  being  the  fact.  Gold  and 
silver,  though  the  least  variable  in  value  of  all  commodities, 
are  not  invariable,  and  do  not  always  vary  simultaneously. 
Silver,  for  example,  was  lowered  in  permanent  value  more 
than  gold,  by  the  discovery  of  the  American  mines ;  and 
those  small  variations  of  value  which  take  place  occasion- 
ally, do  not  affect  both  metals  alike.  Suppose  such  a  varia- 
tion to  take  place  :  the  value  of  the  two  metals  relatively  to 
one  another  no  longer  agreeing  with  their  rated  proportion, 
one  or  other  of  tliera  will  now  be  rated  below  its  bullion 
value,  and  there  will  be  a  profit  to  be  made  by  melting  it. 

Suppose,  for  example,  that  gold  rises  in  value  relatively 
to  silver,  so  that  the  quantity  of  gold  in  a  sovereign  is  now 
worth  more  than  the  quantity  of  silver  in  twenty  shillings. 
Two  consequences  will  ensue.  No  debtor  will  any  longer 
find  it  his  interest  to  pay  in  gold.  He  will  always  pay  in 
silver,  because  twenty  shillings  are  a  legal  tender  for  a  debt 
of  one  pound,  and  he  can  procure  silver  convertible  into 
twenty  shillings  for  less  gold  than  that  contained  in  a  sov- 
ereign. The  other  consequence  will  be,  that  unless  a  sov- 
ereign can  be  sold  for  more  than  twenty  shillings,  all  the 
sovereigns  will  be  melted,  since  as  bullion  they  will  pur- 
chase a  greater  number  of  shillings  than  they  exchange  for 
as  coin.  Tlie  converse  of  all  this  would  happen  if  silver, 
instead  of  gold,  were  the  metal  which  had  risen  in  compara- 
tive value.  A  sovereign  would  not  now  be  worth  so  much 
as  twenty  shillings,  and  whoever  had  a  pound  to  pay  would 
prefer  paying  it  by  a  sovereign  ;  while  the  silver  coins 
would  be  collected  for  the  purpose  of  being  melted,  and  sold 
as  bullion  for  gold  at  their  real  value,  that  is,  above  the 
legal  valuation.  The  money  of  the  community,  therefore, 
would  never  really  consist  of  both  metals,  but  of  the  one 
onlj  which,  at  the  particular  time,  best  suited  the  interest 
of  debtors;  and  the  standard  of  the  currency  would  be  con- 
stantly liable  to  change  from  the  one  metal  to  the  other,  at 
§k  lofls^  on  each  change,  of  the  expense  of  coinage  on  the 
which  fell  out  of  use. 
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It  appears,  tlicrefore,  that  the  value  cf  money  is  liable  to 
more  fi'e([iieiit  fliictiiiitioiis  when  linth  metala  are  a  legal 
teiuJtjr  at  a  fixud  vjihuitioii,  than  when  the  exclusive  stand- 
ard of  tlic  curitmy  U  uitht-r  gold  ur  si|vcr.  Instuad  of  being 
only  affwted  by  variatiims  hi  the  cost  of  prodactioii  of  one 
niiitttl,  it  is  subject  to  derangement  fi-om  those  of  two.  The 
partic-nlar  kind  of  variation  to  which  a  currency  is  rendered 
inure  liahle  by  haviiif^  two  lepal  staiidiirde,  i^  a  fall  of  value, 
or  what  is  commonly  called  a  depreciation ;  since  praeiically 
that  one  of  the  two  metals  will  jilways  be  the  stimdard,  of 
wliieh  the  real  has  fallen  below  the  rated  vahio.  If  the  tend- 
ency of  the  metairi  be  to  rise  in  vabie,  all  payments  will  be 
made  in  the  one  wtiii-h  has  risen  least ;  and  if  to  fall,  then 
in  that  which  has  fallen  most. 

§  2.  The  plan  of  a  douhU;  stanih.rd  i^  sliU  occasionally 
brought  forward  by  here  and  there  a  writer  or  orator  as  a 
great  improvement  in  enrrency.  It  is  probable  that,  with 
must  of  ir>  adherents,  it*  chief  merit  is  its  tendency  to  a  sort 
of  ileiireciatinn,  there  being  at  all  times  abundance  of  siip- 
porters  for  any  mode,  eilher  tipeii  or  covert,  of  loweiing  the 
standard.  Some,  however,  lire  influenced  by  an  exaggerated 
estimate  of  an  advantaf^e  which  to  a  cerluin  extent  is  real, 
that  of  being  able  to  lia^'c  recourse,  for  replenishing  ihe  cir- 
eulaliim,  to  the  united  stuck  of  gold  and  silver  in  the  com- 
nien-ial  world,  ins-tcail  of  being  confined  to  one  of  them, 
M'hich,  from  accidental  ahsoqrtion,  may  not  he  obtainable 
with  siifHirient  rajiidity.  Tlie  advantage  without  the  disad- 
vantages of  a  double  standard,  seems  to  be  best  obtained  by 
those  nations  with  whom  one  only  of  the  two  metals  is  a 
legal  tender,  but  the  other  also  is  coined,  and  allowed  to 
pass  for  whatever  vahie  the  market  assigns  lo  it. 

When  this  plan  is  ado]ited,it  is  natnrally  the  morecostlj 
mutid  which  ift  left  to  be  bought  and  sold  as  an  article  of 
eommerec.  Ihit  nations  whieli,  like  England,  adopt  the 
more  costly  of  the  two  as  their  stiindard,  resort  to  a  different 
expedient  l'i>r  retaining  them  both  in  circulation,  namely,  to 
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make  silver  a  legal  tender,  but  only  for  small  payments.  In 
England,  no  one  can  be  compelled  to  receive  silver  in  pay- 
ment for  a  larger  amount  than  forty  shillings.  With  this 
regulation  there  is  necessarily  combined  another,  namely, 
that  silver  coin  should  be  rated,  in  comparison,  with  gold, 
somewhat  above  its  intrinsic  value ;  that  there  should  not 
be,  in  twenty  shillings,  as  much  silver  as  is  worth  a  sover- 
eign :  for  if  there  were,  a  very  slight  turn  of  the  market  in 
its  favour  would  make  it  worth  more  than  a  sovereign,  and 
it  would  be  profitable  to  melt  the  silver  coin.  The  over- 
valuation of  the  silver  coin  creates  an  inducement  to  buy 
silver  and  send  it  to  the  mint  to  be  coined,  since  it  is  given 
back  at  a  higher  value  than  properly  belongs  to  it :  tliis, 
however,  has  been  guarded  against,  by  limiting  the  quantity 
of  the  silver  coinage,  which  is  not  left,  like  that  of  gold,  to 
the  discretion  of  individuals,  but  is  determined  by  the  gov- 
ernment, and  restricted  to  tlie  amount  supposed  to  be  re- 
quired for  small  payments.  The  only  precaution  necessary 
is,  not  to  put  so  high  a  valuation  upon  the  silver,  as  to  hold 
out  a  strong  temptation  to  private  coining. 
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CHAPTER  XI. 

OF  CREDIT,  AS  A  SUBSTITUTE  FOR  MONET. 

g  1.  The  functions  of  credit  have  been  a  subject  of  as 
much  ini.-undt'i-stauding  and  as  inueli  confusion  of  ideas,  as 
any  single  topic  in  Political  Economy.  This  is  not  owing 
to  any  peculiar  dithculty  in  the  theory  of  the  subject,  but  to 
the  complex  nature  of  t^ome  of  the  mercantile  phenomena 
arising  from  the  torms  in  which  credit  clothes  itself;  by 
whirh  attention  is  diverted  from  the  properties  of  credit  in 
general,  to  the  i>eculiarities  of  its  particular  forms. 

As  a  specimen  of  the  confnsed  notions  entertained  re- 
specting the  nature  of  credit,  we  may  advert  to  the  exag- 
gerated language  so  often  used  respecting  its  national 
ini])ortance.  Credit  has  a  great,  but  not,  as  many  people 
seem  to  su})])ose,  a  magical  power  ;  it  cannot  make  some- 
thing out  ot'n()thing.  IIow  often  is  an  extension  of  credit 
talki  d  of  as  e(]uivalent  to  a  ci'eation  of  capital,  or  as  if  credit 
actually  were  capital.  It  seems  strange  that  there  should 
he  any  need  to  point  out,  that  crerlit  being  only  ])ermission 
to  use  the  capital  of  another  ])erson,  the  means  of  produc- 
tinn  cannot  be  increased  l»v  it,  but  only  transferred.  If  the 
borrower's  means  of  ])rodu«'tion  and  of  employing  labour  are 
increased  bv  the  credit  jj-'iven  him,  the  lender's  are  as  much 
<linnnishcd.  The  same  sum  cannot  be  used  as  capital  both 
by  tlie  owner  and  also  bv  the  iktsou  to  whom  it  is  lent:  it 
cannot  >n]tply  its  entire  value  in  wages,  tools,  and  materials, 
to  two  ^ets  ot' labour»M-s  at  once.  It  is  true  that  the  capital 
whi<h  A  has  boriowed  from  B,  and   makes  use  of  in  his 
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business,  still  forms  a  part  of  the  wealth  of  B  for  other  pur- 
poses ;  he  can  enter  into  aiTangements  in  reh'ance  on  it,  and 
can  borrow,  when  needful,  an  equivalent  sum  on  the  secu- 
rity of  it ;  so  that  to  a  superficial  eye  it  might  seem  as  if  both 
B  and  A  had  the  use  of  it  at  once.  But  the  smallest  consid- 
eration will  show  that  when  B  has  parted  with  his  capital  to 
A,  tlie  use  of  it  as  capital  rests  with  A  alone,  and  tliat  B 
has  no  other  service  from  it  than  in  so  far  as  his  ultimate 
claim  upon  it  serves  him  to  obtain  the  use  of  another  capital 
from  a  third  person  C.  All  capital  (not  his  own)  of  which 
any  person  has  really  the  use,  is,  and  must  be,  so  much  sub- 
tracted from  the  capital  of  some  one  eke. 

§  2.  But  though  credit  is  never  anything  more  than  a 
transfer  of  capital  from  hand  to  hand,  it  is  generally,  and 
naturally,  a  transfer  to  hands  more  competent  to  employ  the 
capital  efficiently  in  production.  If  there  were  no  such 
thing  as  credit,  or  if,  from  general  insecurity  and  want  of 
confidence,  it  were  scantily  practised,  many  persons  who 
possess  more  or  less  of  capital,  but  who  from  their  occupa- 
tions, or  for  want  of  the  necessary  skill  and  knowledge,  can- 
not personally  superintend  its  employment,  would  derive  no 
benefit  from  it :  their  funds  would  either  lie  idle,  or  would 
be,  perhaps,  wasted  and  annihilated  in  unskilful  attempts  to 
make  them  yield  a  profit.  All  this  capital  is  now  lent  at 
interest,  and  made  available  for  production.  Capital  thus 
circumstanced  forms  a  large  portion  of  the  ]>roductive  re- 
Bourees  of  any  commercial  country  ;  and  is  naturally  attract- 
ed to  those  producers  or  traders  who,  being  in  the  greatest 
bunncsB,  have  the  means  of  employing  it  to  most  advanta<;e ; 
because  such  arc  both  the  most  desirous  to  obtain  it,  and 
able  to  give  the  best  security.  Although,  therefore,  the 
prodactive  funds  of  the  country  are  not  increased  by  credit, 
they  are  called  into  a  more  complete  state  of  productive 
activity.  As  the  confidence  on  which  credit  is  grounded 
extends  itself,  means  are  developed  by  which  even  the 
■malleBt  portions  of  capital,  the  sums  which  each  person 


62  BOOK   HL      CIIAPTER  XI.     §2. 

Jteeps  by  him  to  meet  contingencieB,  are  made  ailable  for 
produ<;tive  ubcs.  The  principal  instruments  for  tl  is  purpose 
are  banks  ol'tteposit.  Wheri;  these  do  not  exiat,  a  prudent 
per;-OTi  must  keep  a  sufficient  sum  iiiieniployed  m  his  own 
possession,  to  meet  eveiy  demand  which  lie  has  even  a  slight 
reasun  for  thinking  hiinsetf  liable  to.  AVhen  the  practice, 
however,  has  grown  up  of  keeping  this  reserve  not  in  his 
own  custody  but  with  a  hanker,  many  small  sums,  previous- 
ly lying  iiUe,  become  aggregated  in  the  bankers  liands ; 
and  the  hanker,  being  taught  by  eiqierienee  what  proper 
tion  of  the  amount  is  likely  to  he  wanted  in  a  given  time, 
and  knowing  that  if  one  dejiositor  happens  to  require  more 
than  the  average,  another  will  lefjuire  less,  is  able  to  lend 
tlie  leniaiiider,  that  is,  the  far  greater  part,  to  producers  and 
dealers  :  thereby  adding  the  amount,  not  indeed  to  the  cap- 
ital in  existence,  hut  to  that  in  employment,  and  making  a 
corrcBiHmding  iidilltion  to  the  aggregate  production  of  the 
I  :i  immunity. 

While  credit  is  thus  indispensable  for  rendering  the 
wliole  capital  of  ihc  connlry  jiroiluclive,  it  is  also  a  means 
by  which  the  industrial  talent  of  the  country  is  turned  to 
better  account  for  purposes  of  production.  Many  a  person 
who  has  either  no  capital  of  his  own,  or  very  little,  but  who 
lias  qnalifications  fur  business  which  are  known  and  apprc- 
ciuted  hy  siime  possessors  of  ca]>ital,  is  enabled  to  obtain 
either  ailvunces  in  money,  or  more  frequently  goods  on 
credit,  iiy  which  his  industrial  capacities  are  made  instru- 
mental to  tile  increase  of  the  public  wealth  ;  and  this  benefit 
will  be  reaped  far  more  largely,  whenever,  tlirougb  better 
laws  and  better  ediimlion.  the  comniunity  shall  have  made 
such  progress  in  integrity,  tlnit  personal  character  can  he 
accepted  as  a  sutKcii-nt  guaniiitce  not  only  against  dishon- 
estly apiinijirialing.  but  against  dishonestly  risking,  what 
belongs  to  another. 

Snc'ii  arc,  in  the  mopt  genera!  ]ioint  of  view,  the  uses  of 
credit  to  the  prudnutivu  resoitri'cs  of  the  world.  But  these 
considerations  only  apply  to  the  credit  given  to  the  indae- 
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Irious  classes — to  producers  and  dealers.  '  Credit  given  by 
dealers  to  unproductive  coiistiiners  is  never  an  addition,  but 
always  a  detriment,  to  the  sources  of  public  wealth.  It 
makes  over  in  temporary  use,  not  the  capital  of  the  unpro- 
ductive classes  to  the  productive,  but  that  of  the  productive 
to  the  unproductive.  If  A,  a  dealer,  supplies  goods  to  B,  a 
land-owner  or  annuitant,  to  be  paid  for  at  the  end  of  five 
years,  as  much  of  the  capital  of  A  as  is  equal  to  the  value 
of  these  goods,  remains  for  five  years  unproductive.  During 
such  a  period,  if  payment  had  been  made  at  once,  the  sum 
might  have  been  several  times  expended  and  replaced,  and 
goods  to  the  amount  might  have  been  several  times  pro- 
duced, consumed,  and  reproduced  :  consequently  B's  with- 
holding 100/.  for  five  years,  even  if  he  pays  at  last,  has  cost 
to  the  labouring  classes  of  the  community  during  that  period 
an  absolute  loss  of  probably  several  times  that  amount.  A, 
individually,  is  compensated,  by  putting  a  higher  price 
upon  his  goods,  which  is  ultimately  paid  by  B  :  but  there  is 
no  compensation  made  to  the  labouring  classes,  the  chief 
sufferers  by  every  diversion  of  capital,  whether  permanent- 
ly or  temporarily,  to  unproductive  uses.  The  country  has 
bad  lOOl.  less  of  capital  during  those  five  years,  B  having 
taken  that  amount  from  A's  capital,  and  spent  it  unpro- 
ductively,  in  anticipation  of  his  own  means,  and  having  only 
after  five  years  set  apart  a  sum  from  his  income  and  con- 
verted it  into  capital  for  the  purpose  of  indemnifying  A. 

§  8.  Thus  far  of  the  general  fiinction  of  Credit  in  pro- 
duction. It  is  not  a  productive  power  in  itself,  though, 
without  it,  the  productive  i)owers  already  existing  could  not 
be  brought  into  complete  employment.  But  a  more  intri- 
emte  portion  of  the  theory  of  Credit  is  its  influence  on 
fwiceB ;  the  chief  cause  of  most  of  the  mercantile  j>henomena 
which  perplex  observers.  In  a  state  of  commerce  in  which 
mach  credit  is  habitually  given,  general  prices  at  any  mo- 
HMit  depend  much  more  upon  the  state  of  credit  than  upon 
did  qiumtity  of  money.     For  credit,  though  it  is  not  pro^ 
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diictive  power,  is  jnirc-linsing  power;  and  a  person  who, 
Imviug  credit,  avails  himself  of  it  in  the  purchase  of  goods, 
creates  just  as  niucli  demaud  for  the  gi>od8,  and  tends  quite 
ai^  mudi  to  raise  tlieir  price,  as  if  he  iiiiidc  an  equal  amonut 
of  piircltases  with  ready  niimey. 

Till?  cri-'dit  whidi  we  iirc  now  called  upon  to  consider,  as  a 
distinct  pm'L-lia.-iinjj;  power,  iiidepcudeiit  ot'nioiicj,  is  of  course 
not  credit  in  its  simplest  form,  that  of  uiimey  lent  by  one  per 
Mon  to  another,  and  paid  ilirectly  into  Ids  hands ;  for  when  the 
borrower  expends  this  in  imrcliases,  he  makes  the  purdiasea 
wil5i  money,  not  credit,  and  exerts  no  purdiaaing  power  over 
and  above  that  conl'erretl  by  the  money.  The  forms  of  credit 
which  create  pnrchasing  pfiwer,  are  those  in  which  no  money 
passes  at  Ihe  time,  and  very  (liV'n  none  pnsBea  at  all,  the  trans- 
iiction  being  included  with  a  miisi.  of  other  transactions  in 
nn  account,  and  nnthiii;;  paid  but  a  balance.  This  takes 
place  in  a  variety  of  ways,  which  wc  shall  proceed  to  exam- 
ine, beginning,  as  is  our  custom,  with  the  simplest. 

First :  Sn])poscA  and  K  to  be  two  dealera,  who  have  trans- 
actions witii  each  other  both  as  buyers  and  aa  sellers.  A  buys 
from  It  on  credit.  B  di)es  the  bke  with  respect  to  A.  At 
the  end  of  the  year,  the  sum  of  A's  debts  to  15  is  set  against 
the  sum  of  B's  debts  to  A,  and  it  is  ascertained  to  which  side 
H  haliince  is  due.  Tliis  balance,  which  may  be  less  than  the 
auiouiil  of  many  of  the  transactions  singly,  and  is  necessari- 
ly lcs>  tlnui  fill'  sum  nl'  tiie  transactiiinf,  is  all  that  is  paid  in 
nioiK^y  ;  and  perhaps  even  this  is  not  paiil.  but  carried  over  in 
!ui  account  current  to  the  next  year.  A  single  payment  of  a 
hundred  pounds  nuiy  in  thIsniaiiucrsuiKeeloliijuidatealong 
sericsoftran.iact ions,  some  of  them  to  the  value  of  thousands. 

Rill  secondly  :  Tlio  ihbls  of  A  to  U  may  be  paid  without 
the  intervention  of  money,  evi'ii  ihnnij;h  there  be  no  recipro- 
cal debts  of  15  to  A.  A  may  wiiiflV  B  by  making  over  to 
him  a  debt  due  to  himseif  froni  a  third  person,  C.  This  is 
conveniently  done  by  means  of  a  written  iustiuuient,  called 
a  bill  of  exchange,  which  is,  in  fact,  a' transferable  or<ler  by 
a  creditor  upon  his  debtor,  and  when  accepted  by  the  debtor. 
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that  18,  authenticated  by  his  signature,  becomes  an  acknowl- 
edgment of  debt. 

§  4.  Bills  of  exchange  were  first  introduced  to  save 
the  expense  and  risk  of  transporting  the  precious  metals 
from  place  to  place.  "  Let  it  be  supposed,"  says  Mr.  Henry 
Thornton,*  "  that  tliere  are  in  London  ten  manufacturers 
who  sell  their  article  to  ten  shopkeepers  in  York,  by  wliom 
it  is  retailed ;  and  that  there  are  in  York  ten  manufiiclurei-s 
of  another  commodity,  who  sell  it  to  ten  shopkeepers  in 
London.  There  would  be  no  occasion  for  the  ten  shopkeepers 
in  London  to  send  yearly  to  York  guineas  for  the  payment 
of  the  York  iuannfacturei*s,  and  for  the  ten  York  sliopkeep- 
ers  to  send  yearly  as  many  guineas  to  London.  It  would 
only  be  necessary  for  the  York  manufacturers  to  receive 
from  each  of  the  shopkeepers  at  their  own  door  the  money 
in  question,  giving  in  return  letters  which  should  acknowl- 
edge the  receipt  of  it;  and  which  should  also  direct  the 
money,  lying  ready  in  the  hands  of  their  debtors  in  London, 
to  be  paid  to  the  London  manufacturers,  so  as  to  cancel  the 
debt  in  London  in  the  same  manner  as  that  at  York.  Th^ 
expense  and  the  risk  of  all  transmission  of  money  would 
thus  be  saved.  Letters  ordering  the  transfer  of  the  debt 
are  termed,  in  the  language  of  the  present  day,  bills  of  ex- 
change. They  are  bills  by  which  the  debt  of  one  person  is 
exchanged  for  the  debt  of  another ;  and  the  debt,  perhaps, 
which  is  due  in  one  place,  for  the  debt  due  in  another." 

Bills  of  exchange  having  been  found  convenient  as  means 
of  paying  debts  at  distant  places  without  the  expense  of 
transporting  the  precious  metals,  their  use  was  afterwards 
greatly  extended  from  another  motive.  It  is  usual  in  every 
trade  to  give  a  certain  length  of  credit  for  goods  bought : 
three  months,  six  months,  a  year,  even  two  yeai-s,  ac(!ord- 


{Dto  the  Niture  and  Effects  of  th«»  Paper  Credit  of  Great  Britain, 
p,  M»    VUt  work,  pabliHhed  in  1802,  'i»  even  now  the  clearest  exposition  that  I 
wHh,  in  the  English  language,  of  the  modes  in  which  credit  ia 
fai  a  mercantile  community. 
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in/  fo  th<^  ^ror»v*:n:erice  or  cuitom  of  the  p«rticolar  trada 
\  f\f:^^  wh'i  ha.-  T-n«l  g»>o«U.  K»r  whi;}i  he  is  to  be  paid  in 
a\x  month!-,  hut  who  desire*  to  receive  (avment  tooner, 
fim-A*  a  hiil  ori  hi.<4  'leht^r  payable  in  six  mouths,  and  gets 
th';  hill  di-/;oiiiit^d  hy  a  hanker  or  other  money-lender,  that 
iit,  frnnAff:rn  thf?  bill  to  hinu  receiring  the  amoont,  miuDS 
iutt:Tf»t  for  tiie  time  it  lias  still  to  ran.  It  has  become  one 
of  the  chief  fonrrtioiiri  of  bills  of  exchange  to  serve  as  a  means 
by  whirrh  a  debt  due  Iroin  one  person  can  thus  be  made 
available  for  obtaining  credit  iroiu  another.  The  conve- 
uu'jiCf*  of  the  ex[>edient  has  led  to  the  frequent  creation  of 
billn  of  exchange  not  grounded  on  any  debt  previously  due 
Up  the  drawer  of  the  bill  by  the  person  on  whom  it  is  drawn. 
Tliesi;  are  ealle<l  ac^^mnmodat'tcn  bills  ;  and  sometimes,  with 
a  tinge  of  dinapprobation,  jictitiaus  bills.  Tlieir  nature  is 
m  clearly  stated,  and  with  such  judicious  remarks,  by  the 
author  whom  I  have  just  quoted,  that  I  shall  transcribe  the 
entire  passage.* 

"  A,  being  in  want  of  lOOZ.,  requests  B  to  accept  a  note 
or  l)ill  drawn  at  two  months,  which  B,  therefore,  on  the 
face  of  it,  is  hound  to  pay  ;  it  is  understood,  however,  that 
A  will  take  care  either  to  discharge  the  bill  himself,  or  to 
furninh  B  with  the  means  of  paying  it.  A  obtains  ready 
money  fi»r  the  hill  on  the  joint  credit  of  the  two  parties. 
A  fulfils  his  ])romiHe  of  paying  it  when  due,  and  thus  con- 
eludes  the  tnuiKHetion.  This  service  rendered  by  B  to  A  is, 
however,  not  unlikely  to  be  requited,  at  a  more  or  less  dis- 
tant peri<Hl,  by  a  similar  acceptance  of  a  bill  on  A,  drawn 
and  dis<*ounte<l  for  B's  convenience. 

'*  lA^t  us  now  compare  such  a  hill  with  a  real  bill.  Let 
us  (Hinsider  in  what  points  they  diifer,  or  seem  to  differ  « 
and  in  what  thov  wirree. 

**  They  ngnv,  inasmuch  as  each  is  a  discountable  article  ? 
each  ha>»  alsf»  hei»n  creatinl  for  the  puq>ose  of  being  di»^ 
iVuntiMl  ;  \\\\y\  cHcli  is.  perhaps,  discounted  in  fact.  Each»-« 
thon*fon\  s<TVi»s  tHpially  to  supply  means  of  speculation 
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the  merchant.  So  far,  moreover,  as  bills  and  notes  consti- 
tute what  is  called  the  circulating  medium,  or  paper  cur- 
rency of  the  country,  and  prevent  the  use  of  guineas,  the 
fictitious  and  the  real  bill  are  upon  an  equality  ;  and  if  the 
price  of  commodities  be  raised  in  proportion  to  the  quantity 
of  paper  currency,  the  one  contributes  to  that  rise  exactly 
in  the  same  manner  as  the  other. 

"  Before  we  come  to  the  points  in  which  they  differ,  let 
us  advert  to  one  point  in  which  they  are  commonly  sup- 
posed to  be  unlike ;  but  in  which  they  cannot  be  said  always 
or  neceeearily  to  differ. 

"  Real  notes  (it  is  sometimes  said)  represent  actual 
property.  There  are  actual  goods  in  existence,  which  are 
the  counterpart  to  every  real  note.  Notes  which  are  not 
drawn  in  consequence  of  a  sale  of  goods,  are  a  species  of 
false  wealth,  by  which  a  nation  is  deceived.  These  supply 
only  an  imaginary  capital ;  the  others  indicate  one  that  is 
real. 

**  In  answer  to  this  statement  it  may  be  observed,  first, 
that  the  notes  given  in  consequence  of  a  real  sale  of  goods 
cannot  be  considered  as  on  that  account  certainly  represent- 
ing any  actual  property.     Suppose  that  A  sells  100/.  worth 
of  goods  to  B  at  six  months  credit,  and  takes  a  bill  at  six 
months  for  it ;  and  that  B,  within  a  month  after,  sells  the 
Bame  goods,  at  a  like  credit,  to  C,  taking  a  like  bill ;  and 
again,  that  C,  after  another  month,  sells  them  to  D,  taking 
alike  bill,  and  so  on.     Tliere  may  then,  at  the  end  of  six 
months,  be  six  bills  of  lOOZ.  each,  existing  at  the  same  time ; 
and  every  one  of  these  may  possibly  have  been  discounted. 

Of  all  these  bills,  then,  only  one  represents  any  actual  prop- 
erty. 

"  In  order  to  justify  the  supposition  that  a  real  bill  (as 
^t  18  called)  represents  actual  property,  there  ought  to  be 
*>me  power  in  the  bill-holder  to  prevent  the  property  which 
">e  bill  represents,  from  being  turned  to  other  purposes  than 
*nat  of  paying  the  bill  in  question.  Xo  such  power  exists ; 
Either  the  man  who  holds  the  real  bill,  nor  the  man  who 
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diBCOuntB  it,  hfta  any  property  in  the  specific  goods  for  which 
it  was  given :  he  as  uuich  trusts  to  the  general  ability  to  pay 
of  the  giver  of  the  bill,  as  the  holder  of  any  fictitious  bill 
does,  'llie  tietitions  bill  may,  in  many  eases,  be  a  bill  given 
ty  a  person  having  a  large  and  known  capital,  a  part  of 
which  the  fictitious  bill  may  be  said  in  that  case  to  repre- 
sent. Ilie  snpiiosition  that  real  bills  rejiresent  property, 
and  that  fictitious  bills  do  not,  seems,  thea't'ore,  to  be  one 
by  which  more  than  justice  is  done  to  one  of  these  spetaea 
of  bills,  and  soinetliing  less  than  justice  to  the  other, 
"  "We  come  next  to  some  points  in  which  they  differ, 
"  First,  the  fic-litious-  iiute,  or  note  of  aecomniodation,  is 
liable  to  the  objec.-tion  that  it  jirolesses  to  be  what  it  is  not. 
This  ohjei'tion,  however,  lies  only  against  tliose  fictitions 
bills  which  are  passed  as  real.  In  many  cases,  it  is  suffi- 
ciently obvious  what  ihey  are.  Secondly,  the  fictilions  bill 
is,  in  general,  less  likely  to  be  piuictnally  paid  than  the  real 
one.  Theix'  is  a  general  presum]>tion,  that  the  dealer  in  fieri- 
tioufi  bills  is  a  man  who  is  a  more  adventurous  speculator 
than  lie  who  carefully  alistains  from  them.  It  follows, 
thirdly,  that  fictitious  bills,  besides  being  less  safe,  are  less 
subject  to  limitation  as  to  llicir  quantity,  llie  extent  of  a 
man's  actual  sales  forms  some  limit  to  the  amount  of  his 
real  notes;  and  as  it  is  highly  desirable  in  commerce  that 
credit  should  he  dealt  out  to  all  persons  in  some  sort  of 
repidiir  and  due  ]miportiim,  the  measure  of  a  man's  actual 
sales,  certified  hy  the  appearance  of  his  bills  drawn  in  vir- 
tue of  those  sales,  is  some  rule  in  the  case,  though  a  very 
inijieHect  one  in  many  respects. 

"  A  fictitious  f.ill,  or  bill  of  accommodation,  is  evidently, 
in  Bubstiince,  the  same  ns  any  common  promissory  note; 
Hud  even  better  in  this  respect,  that  there  is  but  one  secnritv 
to  ihc  |irotni-'iory  note,  whereas  in  the  case  of  the  bill  of 
aeconiuiodation,  there  arc  two.  So  much  jealousy  Gubsists 
lest  trailers  should  push  their  means  of  raising  money  too 
fur,  that  paper,  the  same  in  its  general  nature  with  that 
which  is  given,  beinij  the  only  paper  which  can  he  given. 
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by  men  out  of  business,  is  deemed  somewhat  discreditable 
when  coming  from  a  merchant.  And  because  such  paper, 
wlien  in  the  merchant's  hand,  necessarily  imitates  the  paper 
which  passes  on  tlie  occasion  of  a  sale  of  goods,  the  epithet 
fictitious  has  been  cast  upon  it ;  an  e])ithet  which  has  seemed 
to  countenance  the  confused  and  mistaken  notion,  tliat  there 
is  something  altogether  false  and  delusive  in  the  nature  of 
a  certain  part  Loth  of  the  paper  and  of  the  apparent  wealth 
of  the  country." 

A  bill  of  exchange,  when  merely  discounted,  and  kept 
in  the  portfolio  of  the  discounter  until  it  falls  due,  does  not 
perform  the  functions  or  supply  the  place  of  money,  but  is 
itself  bought  and  sold  for  money.  It  is  no  more  currency 
than  the  public  funds,  or  any  other  securities.  But  when 
a  bill  drawn  upon  one  pei*son  is  paid  to  another  (or  even  to 
the  same  person)  in  discharge  of  a  debt  or  a  pecuniary  claim, 
it  does  something  for  which,  if  the  bill  did  not  exist,  money 
would  be  required :  it  perfoms  the  functions  of  currency. 
This  la  a  use  to  which  bills  of  exchange  are  often  applied. 
"Tliey  not.  only,"  continues  Mr.  Thornton,*  ''spare  the  use 
of  ready  money ;  they  also  occupy  its  place  in  many  cases. 
Let  us  imagine  a  farmer  in  the  countrj'  to  discluirge  a  debt 
of  10/.  to  his  neighbouring  grocer,  by  giving  him  a  bill  for 
that  sum,  drawn  on  his  cornfactor  in  London  for  grain  sold 
in  the  metropolis;  and  the  grocer  to  transmit  the  bill,  he 
having  previously  indorsed  it,  to  a  neighbouring  sugar-baker, 
in  discharge  of  a  like  debt ;  and  the  sugar-baker  to  send  it, 
when  again  indorsed,  to  a  West  India  merchant  in  an  out- 
port,  and  the  West  India  merchant  to  deliver  it  to  his  coun- 
try banker,  who  also  indorses  it,  and  sends  it  into  further 
drenlation.  The  bill  in  this  case  will  have  effected  five 
payments,  exac^tly  as  if  it  were  a  10?.  note  payable  to  bearei 
on  demand.  A  multitude  of  bills  pass  between  trader  and 
trader  in  the  country,  in  the  manner  which  has  been  de- 
leribed ;  and  they  evidently  form,  in  the  strictest  sense,  a 
pail  <^tlie  circulating  medium  of  the  kingdom." 

•  P.  40. 
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Many  hills,  botli  domestic  and  fitreign,  are  t  last  pre- 
sented lor  payment  qiiito  covered  witli  indo.  .,,..111:11  ta,  eat-li 
of  wliicli  reprisonts  either  e.  Ircah  discuiintirig,  or  a  pecun- 
iary tniiisai/tion  in  ivliidi  the  Mil  has  performed  the  func- 
tions of  motley.  Within  the  present  generation,  the  circu- 
lating nic<lium  (if  Lancashiic  for  sums  above  tive  pounds, 
was  iihnust  entirely  composed  of  such  bills. 

§  5.  A  third  form  in  wbieli  credit  is  employed  as  a 
siihstitiite  for  cuireiKiy,  is  that  of  promissory  notes,  A  bill 
drawn  npon  any  one  and  accepted  by  him,  and  a  note  of 
hand  by  him  pi-omisiTig  to  pay  the  same  litim,  are,  as  far  s« 
lie  is  (■onccrncd,  exactly  e<iuivaient,  except  that  the  foitner 
commonly  bears  interest  and  the  latter  generally  does  not; 
and  that  the  former  is  c-ommnnly  payable  only  after  a  cer- 
tain lapse  of  time,  and  the  latter  payable  at  sight.  But  it 
is  chiefly  in  the  latter  form  that  it  bus  beeome,  in  commer- 
cial countries,  an  ex]iress  occnpation  to  issue  snch  substi- 
tutes for  money.  Dealers  in  money  (as  lenders  by  profes- 
sion are  improperly  called)  desire,  lilce  other  dealers,  to 
stretch  their  operations  beyond  what  can  be  carried  on  by 
their  own  means:  they  wish  to  lend,  not  their  capitnl 
merely,  but  their  credit,  and  not  only  such  portion  of  their 
credit  as  consi^^ts  of  funds  actually  deposited  with  them,  but 
their  power  of  obtaining  credit  from  the  public  generally, 
so  far  as  they  think  they  can  safely  employ  it.  This  is  done 
iu  a  very  convenient  maimer  by  lending  their  own  promis- 
sory notes  payable  to  bearer  on  demand:  the  borrower  be- 
ing willing  to  accept  tliese  as  bo  much  money,  because  the 
creditof  the  lender  makes  otbep  people  willingly  receive  them 
on  the  same  footing,  in  purchases  or  other  payments.  These 
notes,  theiffore,  perform  all  the  functions  of  cnrrency,  and 
render  an  ecpiivalcnt  amumil  of  money  which  was  previously 
in  circulation,  uniiece.-saiy.  As,  however,  being  paytble 
on  demand,  they  may  be  at  any  time  returned  on  the 
isBiier,  and  money  demanded  for  them,  be  must,  on  pain  of 
bankruptcy,  keep  by  bim  as  much  money  as  will  enable 
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him  to  meet  aiiy  claims  of  that  sort  which  can  be  expected 
to  occar  within  the  time  necessary  for  providing  himself 
with  more :  and  prudence  also  requires  that  he  should  not 
attempt  to  issue  notes  beyond  the  amount  which  experience 
shows  can  remain  in  circulation  without  being  presented  for 
payment. 

The  convenience  of  this  mode  of  (as  it  were)  coining 
credit,  having  once  been  discovered,  governments  have 
availed  themselves  of  the  same  expedient,  and  have  issued 
their  own  promissory  notes  in  payment  of  their  expenses ; 
a  resource  the  more  useful,  because  it  is  the  only  mode  in 
which  they  are  able  to  borrow  money  without  paying  in- 
terest, their  promises  to  pay  on  demand  being,  in  the  esti- 
mation of  the  holders,  equivalent  to  money  in  hand.  The 
practical  diflferences  between  such  government  notes  and 
the  issues  of  private  bankers,  and  the  further  diversities  of 
which  this  class  of  substitutes  for  money  are  susceptible, 
will  be  considered  presently. 

§  6.  A  fourth  mode  of  making  credit  answer  the  pur- 
poses of  money,  by  which,  when  carried  far  enough,  money 
may  be  very  completely  superseded,  consists  in  making 
payments  by  cheques.  The  custom  of  keeping  the  sj)are 
cash  reserved  for  immediate  use  or  against  contingent  de- 
mands, in  the  hands  of  a  banker,  and  making  all  payments, 
except  small  ones,  by  orders  on  bankers,  is  in  this  country 
spreading  to  a  continually  larger  portion  of  the  public.  If 
the  person  making  the  payment,  and  the  j)er8on  receiving 
it,  keep  their  money  with  the  same  banker,  the  payment 
takes  place  without  any  intervention  of  money,  bv  the  mere 
transfer  of  its  amount  in  the  banker's  books  from  the  credit 
of  the  payer  to  that  of  the  receiver.  If  all  persons  in  Lon- 
don kept  their  cash  at  the  same  banker's,  and  made  all  their 
payments  by  means  of  cheques,  no  money  would  be  required 
or  need  for  any  transactions  be^inniikg  and  terminating  iii 
LondiHi.  Tliis  ideal  limit  is  almost  attained  in  fact,  so  fai 
m  regards  transactions  between  dealers.     It  is  cliiefly  in  the 


L 


69  BOOK   III.      CUAPTER   XI.     §6. 

retail  transactions  between  ilealers  and  coneuinerB,  and  in 
tliu  jmynient  uf  wugi;s,  that  money  or  Lank  notes  now  pass, 
and  then  only  wlicii  the  amoinits  are  BinaU.  In  London, 
even  sho|ilccei>cr8  uf  any  anunint  of  cajiital  or  extent  of 
bufiinesg  have  generally  an  aeeonnt  witli  a  banker ;  which, 
hesi(lt;s  tlio  safely  am!  cunveriiuiee  of  the  practiee,  is  to  their 
advautayu  in  anotluT  resput-t,  hy  giving  thein  an  understood 
flainj  to  havt:  tlieii'  bills  disi;ounIi:(l  in  eases  when  they  could 
not  otherwise  expect  it.  As  for  the  nierehanfs  and  larger 
dealers,  they  hiihitiially  make  all  payments  in  the  course 
of  their  business  liy  eliei:]ueii.  They  do  not,  however,  all 
deal  willi  llie  Hiiiiie  hunker,  and  when  A  gives  a  cheque  to 
IS,  li  nsiiiilly  ]«i\  s  it  nut  intu  the  same  hnt  into  some  other 
hank.  But  ihe  i.-onveniencu  of  bm-iness  has  given  birth  to 
an  arrangement  which  makes  all  the  banting  Iioubcb  of  the 
(.'ity  of  Loiidoii,  for  certain  pnr|jofieB,  virlinilly  one  establish- 
ment. A  biinker  does  not  send  tlie  cheques  which  are  paid 
into  his  hanking  hoiiM',  to  the  banks  on  wliieli  they  are 
drawn,  and  ilcinand  ninney  fur  thiin.  There  is  a  building 
called  the  Clusii'ing-house.  to  whifh  every  City  banker  sends, 
each  aflcrnooii,  idl  the  I'heqnea  on  other  bankers  which  he 
has  received  din-ing  the  day,  and  they  are  there  exchanged 
for  the  clieqnes  on  him  which  have  come  into  the  hands  of 
other  biinkiTS,  the  hahmres  only  being  ]iaid  in  money  ;  or 
even  the.se  not  in  iiioney,  hut  in  cheijues  on  the  Bank  of 
England,  liy  this  eiuitrivunce,  all  the  biisiiness  transactions 
of  the  City  of  London  during  that  d:iy,  aiiioimting  often  to 
niillioiia  of  jKtuiids,  and  a  vust  amount  besides  of  eoniitry 
transai'tions,  repriM'Utid  by  bills  whicii  country  bankers 
have  drawn  n]jun  their  I.ondiin  corresjicm dents,  are  liqui- 
dated by  payments  imt  eNcceding  on  the  average  200,000^.* 

•  Acmnliii^.  V.  Mi:  Tii.ilte  |FTii|Uir;t  Into  llie  riirrcrifT  I'riiHiiple,  p.  27)  Dm 
■iljustnipnl?  HI  lliii  cluniiim  lniii«"iii  llie  yiw  1  sail  aim hih led  lo  93'l,*(il,60W., 
lunliiiitj  itTi  ariTii).'!'  niuciiiiit  i-C  [myinevti  uf  iipwuriUnr  II,<Hio,Dt>iif.  oF  bills  of 
.■uphimsri'  aril)  Hii>i(Ui'9  ilnik  I'H'univii   tlimuKli  llir  ninliiirn  of  liule  mora  Ihui 

li(i[i»  i.i  lUily  lii|uiJHh-it,  wlllioiit  luiik  noti's  M  iJl,  clitquca  on  the  liauk  of  Kng- 
luid  3ii(ipl)iiig  llii'ii*  jiluw. 
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By  means  of  tlie  various  instrumentB  of  credit  whieli 
have  now  been  explained,  the  immense  business  of  a  coun- 
try like  Great  Britain  is  transacted  with  an  amount  of  the 
precious  metals  surprisingly  small ;  many  times  smaller,  in 
proportion  to  the  pecuniary  value  of  the  commodities  bought 
and  sold,  than  is  found  necessary  in  France,  or  any  other 
country  in  which,  the  habit  and  the  dispojsition  to  give 
credit  not  being  so  generally  difiused,  these  ''  economizing 
expedients,"  as  they  have  been  called,  are  not  practised  to 
the  same  extent.  What  becomes  of  the  money  thus  super- 
seded in  its  functions,  and  by  what  process  it  is  made  to 
disappear  from  circulation,  are  questions  the  discussion  of 
which  must  be  for  a  short  time  postponed. 
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CHAPTER   XII.  I 

INVLrKNCE   OF   I.HEDIT  ON   PRICES. 

f;  1.  IIavesc.  iKnv  formed  n  general  idea  of  the  luodee 
ill  wliii/lL  credit  is  iiiadc  available  as  a  eiibstitute  lor  money, 
we  havf  to  consider  in  wlmt  iiiaiiiier  liie  tiee  of  these  eiibsti- 
tiitea  affects  the  value  of  iiiont;Y,  or,  wliat  iB  equivalent,  the 
jjrifes  of  foiiimoditiua.  It  is  hanily  neccBsary  to  say  that 
the  {lenuiLiient  value  of  money — the  natural  and  average 
jiiiees  of  connnodities — are  not  in  question  liere.  These 
are  determined  by  the  cost  of  pruilueing  or  of  obtaining  the 
precifjiia  melals.  An  ounce  of  pold  or  silver  will  in  the  long 
rim  e.scliangc  for  as  nuicli  of  every  other  commodity,  as  can 
lie  produced  or  imported  at  the  sami!  coat  with  itself.  And 
an  order,  or  note  of  band,  or  liill  payable  at  sight,  for  an 
oniiie  iif  •iuld,  while  tlio  credit  of  the  jfiver  iB  unimpaired, 
h  worib  iuMtlier  nmrc  nor  k-ss  than  Ihe  fjold  itself. 

It  ia  nut.  bowL'ver,  with  ullinialo  or  average,  but  with 
immediate  and  temporary  i>riecs,  tliat  we  are  now  concerned. 
Tliese,  as  we  have  seen,  iniiy  deviate  very  widely  from  the 
standard  of  cost  of  production.  Amonjr  other  causes  of 
lliii'tiiiition,  one  we  Iirvg  found  to  be,  the  quantity  of  money 
ia  ciri-'ulatiun.  Other  tbinys  being  the  same,  an  inereaae 
of  the  money  in  circnlatinn  raises  prices,  a  diminution  low- 
ers thi'rn.  If  more  money  is  thrown  into  circulation  than 
the  quantity  wbieli  can  circulate  at  a  value  conformable  to 
its  c'oat  of  jirodnction,  tlie  value  of  money,  bo  long  as  the 
exceea  lasts,  will  remain  beli)W  the  sliiinlard  of  cost  of  pro- 
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duction,  and  geueral  prices  will  be  BUdtained  above  the 
natural  rate. 

But  we  have  now  found  that  there  other  things,  such  as 
bank  notes,  bills  of  exchange,  and  cheques,  which  circulate 
as  money,  and  perform  all  the  functions  of  it :  and  the  ques- 
tion arises.  Do  these  various  substitutes  operate  on  prices 
in  the  same  manner  as  money  itself?  Does  an  increase  in 
the  quantity  of  transferable  paper  tend  to  raise  prices,  in 
the  same  manner  and  degree  as  an  increase  in  the  quantity 
of  money  ?  Tliere  has  been  no  small  amount  of  discussion 
on  this  point  among  writers  on  currency,  without  any  result 
flo  conclusive  as  to  have  yet  obtained  general  assent. 

I  apprehend  that  bank  notes,  bills,  or  cheques,  as  such, 
do  not  act  on  prices  at  all.  What  does  act  on  prices  is 
Credit,  in  whatever  shape  given,  and  whether  it  gives  rise 
to  any  transferable  instruments  capable  of  passing  into  cir- 
culation, or  not. 

I  proceed  to  explain  and  substantiate  this  opinion. 

§  2.  Money  acts  upon  prices  in  no  other  way  than  by 
being  tendered  in  exchange  for  commodities.  Tlie  demand 
which  influences  the  prices  of  commodities  consists  of  the 
money  offered  for  them.  But  the  money  offered,  is  not  the 
same  thing  with  the  money  possessed.  It  is  sometimes  less, 
sometimes  very  nmch  more.  In  the  long  run  indeed,  the 
money  which  people  lay  out  will  be  neither  more  nor  less 
than  the  money  which  they  have  to  lay  out :  but  this  is  far 
from  being  the  case  at  any  given  time.  Sometimes  they 
keep  money  by  them  for  fear  of  an  emergency,  or  in  exj)ec- 
tation  of  a  more  advantageous  opportunity  of  expending  it. 
Iq  that  case  the  money  is  said  not  to  be  in  circulation :  in 
plainer  language,  it  is  not  offered,  nor  about  to  be  offered, 
for  commodities.     Money  not  in  circulation  has  no  effect 

prices.  The  converse,  however,  is  a  nmch  commoner 
;  people  make  purchases  with  money  not  in  their  pos- 
An  article,  for  instance,  w^iich  is  paid  for  by  a 
dbeqve  on  a  banker,  is  bought  with  money  w^hich  not  only 
44 
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is  not  iu  tlic  ]iaycr's  possession,  tut  generally  not  even  in 
the  ban!;fi''s,  having  been  lent  by  bini  (all  but  the  usual 
reserve)  to  other  jiersons.  We  just  now  made  the  imagi- 
nary supjiosition  tliat  all  pursons  (k-alt  with  a  bank,  an«i  ail 
with  tlio  same  bank,  pjiymenta  being  univei'Sally  niaile  by 
ehequcs.  Iii  this  ideal  case,  there  would  be  no  money  any- 
where except  in  thu  ImndH  of  the  banker;  who  might  then 
safely  part  with  all  of  it,  by  selling  it  as  bullion,  or  lending 
it,  to  be  sent  out  of  the  r-ountry  in  exchange  for  goods  or 
foreign  seLnirities.  But  tliongh  there  then  would  be  no 
niouiey  in  possession,  or  ultimately  pcrhajB  even  in  exist- 
ence, moriuy  M-onhl  be  oflvred,  and  conimodilies  bought 
with  it,  just  aa  iit  prostnt.  People  would  continue  to  reckon 
their  incomes  and  their  cajiitala  in  money,  and  to  make  their 
usual  purchases  with  onlers  for  the  receipt  of  a  thing  which 
would  liave  literally  ceased  to  exist.  There  would  be  in  all 
this  nothing  to  coniid;iin  of,  so  long  as  the  money,  in  disap- 
peaniig,  left  an  equivalent  value  in  other  things,  applicable 
when  required  to  the  ix'imburseincnt  of  those  to  whom  tlia 
money  originally  belonged. 

In  the  case  liowover  of  payment  by  cheques,  the  pur- 
chases are  at  any  rate  made,  though  not  with  the  money 
in  the  buj'CrV  possession,  yet  with  money  to  wliich  be  has 
a  right.  But  he  may  make  purchases  with  money  which 
he  iiiily  cxjiects  to  have,  or  even  only  ]>retends  to  expect. 
Ill'  niiiy  obt:iin  goods  in  return  for  his  acceptances  payable 
iit  11  I'liture  time ;  or  on  his  note  of  hand  ;  or  on  a  simple 
book  ci'etlit,  that  is,  on  a  mere  promise  to  pay.  All  these 
purchases  have  exactly  the  ^muc  effect  on  price,  as  if  they 
wei'e  made  with  ready  moiiry.  71ic  amount  of  purchasing 
power  which  a  persoTi  can  exercise  is  composed  of  all  the 
money  In  his  possession  or  due  to  him,  and  of  all  his  credit. 
For  excrcir-ing  the  whole  of  this  power  ho  finds  a  suflaeient 
motive  only  under  peculiar  circumstanccB ;  but  he  always 
possesses  it ;  and  the  portion  of  it  which  he  at  any  time 
does  exercise,  is  the  measure  of  the  effect  which  he  produces 
on  price.  ^ 


INFLUENCE  OF  CREDIT  OX  PRICES.  67 

Suppose  that,  in  the  expectation  that  some  commodity 
will  rise  in  price,  he  determines,  not  only  to  invest  in  it  all 
his  ready  money,  but  to  take  up  on  credit,  from  the  produ- 
cers or  importers,  as  much  of  it  as  their  opinion  of  his  re- 
Bources  will  enable  him  to  obtain.  Every  one  must  see  that 
by  thus  acting  he  produces  a  greater  effect  on  price,  than 
if  he  limited  his  purchases  to  the  money  he  has  actually  in 
hand.  He  creates  a  demand  for  the  article  to  the  full 
amount  of  his  money  and  credit  taken  together,  and  raises 
the  price  proportionally  to  both.  And  this  effect  is  pro- 
duced, though  none  of  the  written  instruments  called  sub- 
stitutes for  currency  may  be  called  into  existence ;  though 
the  transaction  may  give  rise  to  no  bill  of  exchange,  nor  to 
the  issue  of  a  single  bank  note.  The  buyer,  instead  of  tak- 
ing a  mere  book  credit,  might  have  given  a  bill  for  the 
amount ;  or  might  have  paid  for  the  goods  with  bank  notes 
borrowed  for  that  purpose  from  a  banker,  thus  making  the 
purchase  not  on  his  own  credit  with  the  seller,  but  on  the 
banker's  credit  with  the  seller,  and  his  own  with  the  banker. 
Had  he  done  so,  he  would  have  produced  as  great  an  effect 
on  price  as  by  a  simple  purchase  to  the  same  amount  on  a 
book  credit,  but  no  greater  effect.  The  credit  itself,  not 
the  form  and  mode  in  which  it  is  given,  is  the  operating 
cauee. 

§  3.  The  inclination  of  the  mercantile  public  to  in- 
crease their  demand  for  commodities  by  making  use  of  all 
or  much  of  their  credit  as  a  purchasing  power,  depends  on 
fheir  expectation  of  profit.  Wlien  there  is  a  general  im- 
preesion  that  the  price  of  some  commodity  is  likely  to  rise, 
ftom  an  extra  demand,  a  short  crop,  obstructions  to  impor- 
tation, or  any  other  cause,  there  is  a  disposition  among 
dealers  to  increase  their  stocks,  in  order  to  i)rofit  by  the  ex- 
peeted  rise.  This  disposition  tends  in  itself  to  produce  the 
effect  which  it  looks  forward  to,  a  rise  of  price :  and  if  the 
rise  is  considerable  and  progressive,  other  si)eculators  are 
ettncted^  who,  so  long  as  the  price  has  not  begun  to  fall. 
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iire  willing  to  believe  that,  it  will  continue  rising.  These, 
\iy  furtlier  imrdiates,  produce  a  further  advance;  and  thus 
a  rise  of  priee  fur  wliich  there  weie  ongiiiallv  some  rational 
groniula,  in  often  lipiglitened  by  merely  speculative  pur- 
chases, until  it  gresitly  exceeds  what  the  original  grounds 
will  justify.  After  a  thne  this  begins  to  be  perceived  ;  the 
price  ceaiira  to  rise,  and  tbe  holders,  thinking  it  time  to 
realize  their  gains,  are  anxious  to  sell.  Tfien  the  price  be- 
gins to  decline  :  the  holders  rush  into  the  market  to  avoid 
a  still  greater  loss,  and,  few  being  willing  to  buy  in  a  fall- 
ing niarkL-t,  the  [irifc  falls  nmeb  more  suddenly  than  it  rose. 
Thiise  who  !iavc  bonght  at  a  liighcr  price  than  reasonable 
calenliitiun  jiii-lilied,  and  who  have  been  overtaken  by  the 
revulsion  before  tliey  had  realized,  are  losers  in  proportion 
to  t!ie  greatness  of  the  full,  and  to  the  quantity  of  the  com- 
modity which  they  hold,  or  have  bound  themselves  to  pav 
for. 

Now  !ill  lliese  effects  might  take  place  in  a  community 
to  whiili  (Tidit  was  unknown:  the  prices  of  some  com- 
moditie.s  mi:i!it  n.se  from  speculation,  to  an  extravagant 
height,  and  then  fall  rapidly  buck.  But  if  there  were  no 
Biich  thing  as  credit,  this  could  liardly  happen  with  reapect 
to  commodities  generally.  If  all  purchases  were  made  with 
ready  money,  tlie  payment  of  increased  prices  for  some 
articles  would  draw  an  unusual  jiro]>ortion  of  the  money  of 
the  coiiirnuriity  into  the  markets  for  those  articles,  and  must 
tbert-fore  di'aw  it  away  from  some  other  class  of  commodi- 
ties, imd  thus  lower  their  ]irices.  The  vacuum  might,  it  is 
tmc,  he  piirtly  filled  up  by  increased  ra]iidity  of  circula- 
tion ;  nnd  ill  this  manner  the  money  of  the  community  is 
virtually  iniTcascd  in  a  timeofhpeculative  activity,  because 
peojile  kec])  little  tif  it  by  them,  but  hasten  to  lay  it  out  in 
some  tempting  adventure  as  soon  slk  possible  after  they  re- 
ceive it.  Thi-i  res<iurce,  however,  is  limited  :  on  the  whole, 
people  cannot,  while  the  qniuitity  of  money  remains  the 
snine.  lay  out  much  more  of  it  in  some  things,  without  lay- 
ing out  less  in  others.     But  wiiat  they  cannot  do  by  read^ 
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money,  ihey  can  do  by  an  extension  of  credit.  When  peo- 
ple go  into  the  market  and  purchase  witli  money  which  tliey 
hope  to  receive  hereafter,  they  are  drawing  upon  an  un- 
limited, not  a  limited  fund.  Speculation,  thus  supported, 
may  be  going  on  in  any  number  of  conmiodities,  witliout 
disturbing  the  regular  course  of  business  in  others.  It 
might  even  be  going  on  in  all  commodities  at  once.  We 
could  imagine  that  in  an  epidemic  lit  of  the  passion  of 
gambling,  all  dealers,  instead  of  giving  only  tlicir  accus- 
tomed orders  to  the  manufacturers  or  growers  of  their  com- 
modity, commenced  buying  up  all  of  it  which  they  could 
procure,  as  far  as  their  capital  and  credit  would  go.  All 
prices  would  rise  enormously,  even  if  there  were  no  increase 
of  money,  and  no  paper  credit,  but  a  mere  extension  of  j)nr- 
chases  on  book  credits.  After  a  time  those  who  had  bought 
would  wish  to  sell,  and  prices  would  collap.se. 

This  is  the  ideal  extreme  case  of  what  is  called  a  com- 
mercial crisis.  There  is  said  to  be  a  commercial  crisis,  when 
a  great  number  of  merchants  and  traders  at  once,  either 
have,  or  apprehend  that  they  shall  have,  a  ditficulty  in 
meeting  their  engagements.  The  most  usual  cause  of  this 
general  embarrassment,  is  the  recoil  of  prices  after  they 
have  been  raised  by  a  spirit  of  speculation,  intense  in  degree, 
and  extending  to  many  comnuxlities.  Some  accident,  which 
excites  expectations  of  rising  prices,  sncdi  as  the  opening  of 
a  new  foreign  market,  or  simultaneous  indications  of  a  short 
supply  of  several  great  articles  of  commerce,  sets  specula- 
tion at  work  in  several  leading  departments  at  once.  The 
prices  rise,  and  the  holders  realize,  or  appear  to  have  the 
power  of  realizing,  great  gains.  In  certain  states  of  the 
public  mind,  such  examples  of  rapid  increase  of  fortune  <'all 
foiih  numerous  imitators,  and  speculati<»n  not  only  goes 
maeh  beyond  what  is  justified  by  the  ori«^inal  grounds  for 
expecdng  rise  of  price,  but  extends  itself  to  articles  in  which 
there  never  was  any  such  ground  :  these,  however,  rise  like 
Ihe  rest  as  soon  as  speculation  sets  in.  At  i>eriods  of  this 
Imidi  a  great  extension  of  credit  takes  place.     Not  only  do 
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all  wliora  tLc  toutagion  readies,  employ  their  credit  mucli 
more  freuly  tliaii  usual ;  but  they  really  have  more  credit, 
becHUse  they  seuiti  to  be  making  unusual  gains,  and  becauee 
a  gt-iierally  reckless  and  adveiituruua  feeling  prevails,  whitli 
disposL'8  people  to  give  as  well  as  take  credit  more  lai^elj 
than  at  other  time.-i,  and  give  it  to  persons  not  entitled  to 
it.  In  thid  manner,  in  the  celebrated  speeulalive  year  1825, 
and  at  various  other  i>eriods  during  the  present  century,  tlie 
prices  of  many  of  the  principal  articles  of  commerce  rose 
gi'catly,  without  any  fall  in  others,  so  that  general  pricw 
might,  witiuiut  incorrectness,  be  said  to  have  risen.  When, 
after  such  a  rise,  the  reaction  comes,  and  prices  begin  to 
fall,  though  at  first  pGrh!L])K  only  through  the  desire  of  the 
holders  to  realize,  speculative  pun-haaes  cease ;  but  were 
this  all,  prices  would  only  fall  to  the  level  from  which  they 
rose,  or  to  that  whii'li  is  justilicd  by  the  state  of  the  con- 
sumption and  of  the  f-H[>ply,  They  fall,  however,  much 
lo\»er ;  for  as,  when  jiriccs  were  rising,  and  everybody  ap- 
jmrently  ninking  a  fortune,  it  was  easy  to  obtain  almost  any 
amount  of  ereiiit,  so  now,  when  everybody  seems  to  be 
losiiig,  and  iminy  fail  entirely,  it  iswitli  difficulty  that  firing 
of  known  solidity  can  obtain  even  the  credit  to  which  they 
are  accnslonied,  aiid  winch  it  is  the  greatest  inconvenience 
to  llicni  t'l  be  without;  becnnsc  all  dealers  have  engage- 
Ment:^  to  fulfil,  und  nobody  feeling  sure  that  the  portion  of 
his  niL']in^  wliii-h  hi'  li;is  enirnstcd  to  othcrewill  be  available 
in  tinii-,  U'<  one  Uia'S  to  jmrt  witii  rendy  money,  or  to  post- 
]ioue  hi-;  I'liiini  to  it.  To  ihi'so  rational  considerations  there 
if.  su]criidilc(!,  in  e.^itreme  casos,  a  panic  as  unreasoning  as 
fill'  [.rwiims  ovi*r-ciiniidcnce;  money  is  borrowed  for  short 
[icriods  lit  ;ihiio«t  miiv  rate  of  interest,  and  sales  of  goods  for 
iioioidiiitr  iniyniciit  are  made  at  iduiost  any  sacrifice.  Tlius 
!;i'nri:i!  prici'^.  during  a  commercial  revulsion,  fall  as  much 
bi'Inw  i)u>  Urinal  li.'VL'l.  as  during  the  previous  period  of 
b|ici-iil;itii.ri  they  inive  risen  jit>ov(-  it:  the  fall,  as  well  as 
Ilic  ri^e,  originating  Tmt  in  anytiiitig  affecting  money,  but 
in  the  state  of  credit;  an  unusually  extended  employment 


of  credit  during  the  earlier  period,  followed  by  a  great  di- 
minution, never  amounting  however  to  an  entire  cessation 
of  it)  in  the  latter. 

It  is  not,  however,  universally  true  that  the  contraction 
of  credit,  characteristic  of  a  commercial  crisis,  must  have 
l)een  preceded  by  an  extraordinary  and  irrational  extension 
of  it.  There  are  other  causes  ;  and  one  of  the  most  recent 
crises,  that  of  1847,  is  an  instance,  having  been  preceded  by 
no  particular  extension  of  credit,  and  by  no  speculations ; 
except  those  in  railway  shares,  which,  though  in  many  cases 
extravagant  enough,  yet  being  carried  on  mostly  with  that 
portion  of  means  which  the  speculators  could  aflbrd  to  lose, 
were  not  calculated  to  produce  the  wide-spread  ruin  which 
anises  from  vicissitudes  of  price  in  the  commodities  in  which 
men  habitually  deal,  and  in  which  the  bulk  of  their  capital 
is  invented.  The  crisjcs  of  1847  belonged  to  another  class 
of  mercantile  phenomena.  There  occasionally  happens  a 
concurrence  of  circumstances  tending  to  withdraw  from  the 
loan  market  a  considerable  portion  of  the  ca])ital  which 
usually  supplies  it.  These  circumstances,  in  the  present 
case,  were  great  foreign  payments,  (occasioned  by  a  high 
price  of  cotton  and  an  unj)recedented  imjiortation  of  food,) 
together  with  the  continual  demands  on  the  circulating  cai)- 
ital  of  the  country  by  railway  calls  and  the  loan  transactions 
of  railway  companies,  for  the  purpose  of  being  converted 
into  fixed  capital  and  made  unavailable  for  future  lending. 
These  various  demands  fell  principally,  as  such  demands 
always  do,  on  the  loan  market.  A  great,  though  not  the 
greatest  part  of  the  imported  finxl,  was  actually  paid  for  by 
the  j>roceeds  of  a  government  loan.  The  extra  i>ayments 
which  purchasers  of  com  and  cotton,  and  railway  sliare- 
holders,  found  themselves  obliged  to  make,  were  either 
made  with  their  own  spare  v.nAi,  or  with  money  raised  fur 
the  occasion.  On  the  first  supj)osition,  they  were  made  by 
withdrawing  deposits  from  bankers,  and  thus  cutting  off  a 
put  of  the  streams  which  fed  the  loan  market ;  on  the  sec- 
ond lappoBition,  they  were  ma<Ie  by  actual  drafts  on  the 
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loan  market,  either  by  the  sale  of  Becuritiee,  or  by  taking 
M\i  money  at  interest.  Tliis  comLination  of  a  fi  bIi  demaud 
for  loans,  with  a  turtftilment  of  the  eapital  disposable  for 
them,  raised  the  rate  of  interest,  and  made  it  impossible  to 
borrow  except  on  thi:  vury  best  seeiirity.  Some  tirniB 
therefore,  wliieh  by  an  improvident  and  unmcrcantile  mode 
of  eondiieting  biisineaa  had  allowed  their  eapital  to  beconw 
eitbtT  lemporanly  or  pennaneutly  unavailable,  beeamu 
unable  to  eominand  tliat  perpetual  renewal  of  credit  which 
had  previously  enabled  them  to  struggle  on.  These  firujs 
BtoiipL'd  payment :  their  failure  involved  more  or  less  deeply 
many  other  flnus  whieli  had  trusted  them  ;  and,  as  usual  in 
Bui'h  cases,  the  general  distrust,  commonly  called  a.  panic, 
hpi;an  to  set  in,  and  might  liave  produced  a  destruction  of 
rredit  ecpiul  to  that  of  18^5,  Lad  not  eircumstancea  which 
may  aliuost  be  ealled  aceidental,  given  to  a  very  simple 
measure  of  the  govennnent  (the  suspension  of  the  Bank 
Charter  Act  of  1S4-4)  a  fortunate  power  of  allaying  panie,  to 
whicli  wlicn  considered  in  itself,  it  had  no  sort  of  claim. 

^  4.  Till.;  general  operation  of  credit  upon  prices  being 
;>iich  as  we  have  described,  it  is  evident  that  if  any  particu- 
lar mode  or  form  of  credit  is  calculated  to  have  a  greatw 
operation  on  prices  than  others,  it  can  only  be  by  giving 
fireatcr  fm-ility,  or  greater  encouragement,  to  the  nmltipti- 
cation  of  credit  Ii'aiisuctioiis  generally.  If  bank  notes,  for 
instance,  or  bills,  have  a  greater  effect  on  prices  than  book 
ci-edits,  it  k  not  by  any  difference  in  the  transactions  them- 
sclvcii,  which  are  essentially  tlie  same,  whether  taking  place 
in  the  one  way  or  in  the  other:  it  must  be  that  there  are 
likely  to  be  more  of  thera.  If  ereiiit  is  likely  to  be  mure 
c.tleiisively  used  as  a  purchasing  pnwer  when  bank  notes  or 
bills  are  the  instrnmentfi  used,  than  when  the  credit  is  givea 
by  mere  entries  in  an  account,  to  that  extent  and  no  more 
there  is  ground  for  ascribing  to  the  former  a  greater  power 
over  the  nmrkels  than  belongs  to  the  latter. 

Now  it  jippeiirs  that  there  is  some  such  distinction.    As  hi 
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as  respects  the  particular  transaction,  it  makes  no  diflerence 
in  the  eiiect  uii  price  whether  A  buys  goods  of  B  on  simple 
credit,  or  gives  a  bill  for  them,  or  pays  for  them  with  bank 
Dotes  lent  to  him  by  a  banker  C.  The  difference  is  in  a 
8ubse(|uent  stage.  If  A  has  bought  the  goods  on  a  book 
credit,  there  is  no  obvious  or  convenient  mode  by  which  li 
can  make  A's  debt  to  him  a  means  of  extending  his  own 
credit.  Whatever  credit  he  has,  will  be  due  to  the  general 
opinion  entertained  of  his  solvency  ;  he  cannot  >pecitically 
pledge  A'a  debt  to  a  third  person,  as  a  security  for  money 
li-nt  or  g<K)ds  bought.  liut  if  A  has  given  him  a  bill  for  the 
amount,  he  can  get  this  discounted,  which  is  the  same  thing 
ad  borrowing  money  on  the  joint  credit  of  A  and  himself: 
or  he  may  pay  away  the  bill  in  exchange  for  goods,  which  is 
obtaining  goods  on  the  same  joint  credit.  In  either  case, 
here  is  a  secontl  credit  transaction,  grounded  on  the  first, 
and  which  would  not  have  taken  place  if  the  first  had  been 
transacted  without  the  intervention  of  a  bill.  Js  or  need  the 
trans^ictions  end  here.  Tlie  bill  may  be  again  discounted, 
or  again  paid  away  for  goods,  several  times  before  it  is  itself 
presented  for  payment.  Nor  would  it  be  corre(;t  to  say  that 
these  6U<'ce8sive  holders,  if  they  had  not  had  the  bill,  mi«rht 
have  attained  their  purpose  by  purchasing  goods  on  their 
own  credit  with  the  dealei-s.  Thev  niav  not  all  of  them  be 
persons  of  cre<lit,  or  they  may  alrea<ly  have  stretchecl  their 
credit  a»  far  as  it  will  go.  And  at  all  events,  cither  money 
or  goods  are  more  readily  obtained  on  the  credit  of  two  per- 
sons than  of  one.  Nobody  will  pretend  that  it  is  as  easy  a 
thing  for  a  merchant  to  l>orrow  a  thousand  pounds  on  his 
own  credit,  as  to  get  a  bill  dis<*onnte<l  to  the  same  amoiint, 
when  the  drawee  is  of  known  solvencv. 

If  we  now  suppose  that  A,  instead  (»f  giving  a  bill,  ob- 
taina  a  loan  of  bank  noti*s  from  a  banker  (\  and  with  them 
paya  B  for  his  goods,  we  shall  find  the  difference  to  be  still 
greater.  B  is  now  indei»endent  even  of  a  discounter :  A's 
bill  would  have  been  taken  in  payment  only  by  those  who 
were  acquainted  with  his  reputation  for  solvency,  but  a 
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banker  is  u  person  who  baa  credit  with  the  public  generally, 
ami  whuse  iiutus  are  taken  in  payment  by  every  one,  at 
least  ill  his  own  iieiglibourhood  :  insomuch  that,  by  a  cns- 
tum  wliifh  liaB  growu  into  law,  jiayment  in  bank  notes  is  a 
tuHiplete  auiiuittunee  to  the  payer,  whereas  it'  be  has  paid 
by  a  bill,  lie  still  remains  liable  to  the  debt,  it'  the  pei-son  on 
whom  tlie  bill  is  drawn  tails  to  pay  it  when  dne.  li  lliere- 
toj-e  [-ail  expend  the  whole  of  the  hank  notes  without  at  all 
involving  his  own  credit :  and  whatever  power  he  had  be- 
fore of  obtaining  goods  on  book  credit,  remains  to  him  un- 
impaired, in  addition  to  the  purchasing  power  he  derives 
from  the  po^seseion  of  llic  notes.  The  same  remark  applies 
to  every  person  in  succession,  into  whose  hands  the  notes 
may  coino.  It  is  only  A,  the  tirst  holder,  (who  used  hia 
credit  to  obtain  the  notes  as  a  loan  from  the  issuer,)  who  can 
possibly  find  the  ercdit  he  possesses  in  other  quarters  abated 
by  it ;  and  even  in  his  case  that  result  is  not  probable  ;  for 
though,  in  reason,  and  if  all  liis  circuuistanees  were  known, 
every  draft  already  made  upon  liis  credit  ought  to  diminish 
by  80  much  his  power  of  obtaining  more,  yet  in  practice  the 
reverse  more  frequently  happens,  and  bis  having  been  trust- 
ed by  one  iierKin  is  supposed  to  he  evidence  that  he  may 
safely  he  trusted  by  othei's  also. 

It  appears,  therefore,  that  liank  notes  are  a  more  power- 
ful inBtninieiit  for  raising  prices  than  hills,  and  bills  than 
book  credits.  It  does  not,  indeed,  follow  that  credit  icill  be 
nim-o  used  because  it  can  he,  When  the  state  of  trade  holds 
out  no  pai-tieular  temptation  to  make  large  purebases  on 
credit,  dealers  will  use  only  a  small  portion  of  the  credit- 
power,  and  it  will  depend  only  on  convenience  -whether  the 
portion  which  they  use  will  be  taken  in  one  form  or  in 
another.  It  is  nut  until  the  circuit! stances  of  the  markets, 
and  the  state  'if  the  uicrcantile  mind,  render  many  persooB 
desirous  of  stretcliing  their  credil  to  an  unusual  c.\tent,  that 
the  distinctive  properties  of  the  different  forms  of  credit  dis- 
play themBelvc*.  Credit  already  stretched  to  the  utmoet  in 
the  form  of  book  debts,  would  be  susceptible  of  a  great  ad- 
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ditional  extension  by  means  of  bills,  and  of  a  still  greater  by 
means  of  bank  notes.  The  first,  because  each  dealer,  in 
addition  to  his  own  credit,  would  be  enabled  to  create  a 
further  purchasing  power  out  of  the  credit  which  he  had 
himself  given  to  others :  the  second,  because  the  banker's 
credit  with  the  public  at  large,  coined  into  notes,  as  bullion 
id  coined  into  pieces  of  money  to  make  it  portable  and 
divisible,  is  so  much  purchasing  power  superadded,  in  the 
hands  of  every  successive  holder,  to  that  which  he  may  de- 
rive from  his  own  credit  To  state  the  matter  otherwise ; 
one  single  exertion  of  the  credit-power  in  the  form  of  book 
credit,  is  only  the  foundation  of  a  single  purchase  :  but  if  a 
bill  is  drawn,  that  same  portion  of  credit  may  serve  for  as 
many  purchases  as  the  number  of  times  the  bill  changes 
hands :  while  every  bank  note  issued,  renders  the  credit  of 
the  banker  a  purchasing  power  to  that  amount  in  the  hands 
of  all  the  successive  holders,  without  impairing  any  power 
they  may  possess  of  effecting  purchases  on  their  own  credit. 
Credit,  in  short,  has  exactly  the  same  purchasing  power  with 
money  ;  and  as  money  tells  upon  prices  not  simply  in  pro- 
portion to  its  amount,  but  to  its  amount  multiplied  by  the 
number  of  times  it  changes  hands,  so  also  does  credit ;  and 
credit  transferable  from  hand  to  hand  is  in  that  proportion 
more  potent,  than  credit  which  only  performs  one  purchase. 

§  5.  All  this  purchasing  power,  however,  is  operative 
upon  prices,  only  according  to  the  proportion  of  it  which  is 
used :  and  the  effect,  therefore,  is  only  felt  in  a  state  of  cir- 
camstances  calculated  to  lead  to  an  unusually  extended  use 
of  credit.  In  such  a  state  of  circumstances,  that  is,  in  spec- 
ulative times,  it  cannot,  f  think,  be  denied,  that  prices  are 
likely  to  rise  higher  if  the  speculative  purchases  are  made 
with  bank  notes,  than  when  they  are  made  with  bills,  and 
when  made  by  bills  than  when  made  by  book  credits.  Tliis, 
however,  is  of  far  less  importance  than  might  at  first  be 
imagined ;  because,  in  point  of  fact,  s])eculative  ])urchasis 
noti  in  the  great  majority  of  cases,  made  either  with 
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bank  notus  or  witli  bills,  but  are  miidc  almost  exclusively  on 
bL«jk  LTtidils.  "  A  J  "p  I  i  tilt  ions  to  tbe  Baiik  for  extended  di&- 
cuuiit,"  suye  the  liiyliL'st  aiitlioi'ity  oil  sul'Ii  subjot-ts,*  (and 
ilie  Baiiio  thiiii;  must  bu  true  of  ajipliL-atiund  to  otbor  baiike) 
"  ot-ciir  lardy  it'  over  in  tiio  orij;in  or  progress  of  exteusive 
Biic<:iilatitJiiS  ill  eoiniiioilitieB.  TlieM-'  are  entered  into,  for 
tile  most  jiurt  if  not  entirely,  in  the  fibt  iiistaiiee,  on  ei'edit 
for  the  leuglli  of  term  iisiiiil  in  the  euveral  trades  ;  thus  en- 
tailing on  the  jiartiea  no  immediate  neeessity  lor  boiTowing 
BO  much  as  may  l.c  wanted  for  the  imrpo&e  beyond  their 
own  available  capitbU.  This  applies  particularly  to  specula- 
tive purelui-seri  of  eommodities  on  the  spot,  witli  a  view  to 
resale.  But  these  genenilly  iorin  tlie  Bnniller  proportion  of 
engagements  on  credit.  By  far  the  largest  of  those  entered 
into  on  the  prospect  of  a  rise  of  prices,  are  such  as  liave  in 
view  im]iortatioiis  from  abniiiil.  Tiie  Sbunc  remark,  too,  ia 
applieablc  to  the  export  of  cuminoditiea,  when  a  large  pro- 
portion is  on  the  credit  of  tho  shippers  or  their  consignees. 
As  lung  as  circumstances  hold  out  the  pi-cepeet  of  a  favonr- 
abie  result,  the  I'lvdit  of  the  parties  is  generally  sustained. 
If  biinie  of  them  wish  to  realize,  there  are  ollicrewith  capital 
and  credit  ready  to  replace  them  ;  and  if  the  events  fully 
justify  the  grounds  on  which  the  wpeeiilative  transactions 
were  entered  into  (tliiifi  ft<lmittiiig  of  sales  for  consumption 
in  time  to  rqiUre  the  capital  pmbarkcd)  there  is  no  un- 
usual demand  for  Imrrnwed  oipil.nl  to  sustain  them.  It  is 
only  when  by  the  vicii-sitiides  of  poiitieid  events,  or  of  the 
seasons,  or  other  adveiililious  eircnnistances,  the  fiirthcom- 
iiig  Mipplies  lire  found  to  exceed  the  computed  rate  of  con- 
sunii>tiiju,  and  a  fall  nf  jirices  ensues,  that  an  increased  de- 
mand for  {■ajiilal  tiikes  jihice;  the  market  rate  of  interest 
then  rises,  and  inereai-ed  appUeatioiis  are  made  to  the  Bant 
of  England  for  discnuut."  So  that  the  multiplication  of 
hank  noten  and  otlier  transferable  pa])er  does  not,  for  the 
nio^l   |):irt,  !iccouipany  and   facilitate  the  sjieculation ;   but 
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68  into  play  chiefly  when  the  tide  is  turning,  and 
initios  begin  to  be  felt. 

)f  the  extraordinary  height  to  which  sj)eculative  trans- 
n\6  can  be  carried  upon  mere  book  credits,  without  the 
lest  addition  to  what  is  commonly  called  the  currency, 

few  persons  are  at  all  aware.  "  Tlie  power  of  pur- 
e,"  says  Mr.  Tooke,*  ''  by  persons  having  capital  and 
it,  is  much  beyond  anything  that  tliose  who  are  unac- 
uted  practically  with  speculative  markets  have  any  idea 

.  .  A  person  having  the  reputation  of  cai)ital  enough 
lis  regular  business,  and  enjoying  good  credit  in  liis 
;,  if  he  takes  a  sanguine  view  of  the  prospect  of  a  rise 
rice  of  the  article  in  which  he  deals,  and  is  favoured  by 
imstances  in  the  outset  and  progress  of  his  si)eculation, 

eflfect  purchases  to  an  extent  perfectly  enormous,  com- 
i  with  his  capital."  Mr.  Tooke  confinns  this  statement 
ome  remarkable  instances,  exemplifying  the  immense 
basing  power  which  may  be  exercised,  and  rise  of  price 
h  may  be  produced,  by  credit  not  represented  by  either 
:  notes  or  bills  of  exchange. 

Amongst  the  earlier  speculators  for  an  ndvaiu  e  in  the 
I  of  tea,  in  consequence  of  our  dispute  wiih  China  in 
,  were  several  retail  grocers  and  tea-dealcis.  There 
ft  general  disposition  among  the  trade  to  get  into  stock : 
is,  to  lay  in  at  once  a  quantity  which  would  meet  the 
ftble  demand  from  their  customers  for  several  months  to 
!.  Some,  however,  among  them,  more  sanguine  and 
Qturons  than  the  rest,  availed  themselves  of  their  credit 

the  importers  and  wholesale  dealers,  for  jairchnsing 
tities  much  beyond  the  estimated  demand  in  their  own 
ten.  As  the  jnirchases  were  made  in  the  first  instance 
aiblj,  and  perhaps  really,  for  the  legitimate  prrjioscs 
wiHtdn  the  limits  of  their  regular  business,  the  parties 
enabled  to  buy  without  the  condition  of  any  dej)Osit ; 
speculators,  known  to  be  such,  are  required  to  pay 
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2?.  per  chest,  to  cover  any  piobable  dift'erence  of  price  wliich 
iniglit  arise  before  the  expiration  of  the  ])roinpt,  which,  for 
this  artide,  is  three  months.  Without,  therefore,  the  outhij 
of  a  single  farthing  of  iictiial  cajiital  or  currency  in  any 
shape,  they  made  piii-fhsKcs  to  a  conijiderahle  extent ;  and 
M'ith  the  profit  rcah'zeil  ou  the  resale  of  a  part  of  these  piir- 
cliascs,  they  were  ciiahiwi  to  pay  the  deposit  on  further 
quantities  when  required,  as  was  the  case  when  the  extent 
of  the  purehascs  attracted  attention.  In  this  way,  the  spec- 
ulation went  on  at  advancing  prices  (100  per  cent  and  uj> 
■wards)  till  m'lirly  tlie  expiration  of  the  prompt,  and  if  at  thai 
time  eireuniPtances  had  been  snch  as  to  justify  the  apprehen- 
sion which  at  one  time  prevailed,  that  all  future  supplies 
would  be  cut  off,  the  prices  might  have  still  further  ad- 
vanced, and  at  any  rate  nut  have  rctrograiled.  In  this  ease, 
tlic  apc'culiitur.-;  might  hiive  realized,  if  not  all  the  profit  they 
had  anticipated,  a  very  handHimc  sum,  upon  which  they 
irii^ht  luive  been  enabled  to  extend  their  business  greatly, 
or  to  retire  from  it  altogether,  with  a  reputation  for  great 
B:igaeily  in  thus  making  their  fortnue.  But  instead  of  this 
favourable  result,  it  so  happened  that  two  or  three  cargoe* 
of  tea  which  had  been  transhipped  were  admitted,  eoiitrary 
to  exjiectatifiu,  to  entry  ou  their  arrival  here,  and  it  was 
found  that  further  indirect  slii]inients  were  in  progress. 
Thus  the  supply  was  increased  beyond  the  calenlation  of  the 
epeculalurs;  and  at  the  same  time,  the  consumption  had 
been  diminished  by  tlie  high  price.  Tliere  was,  conae- 
ipieiitly,  a  violent  reaction  on  the  market ;  the  speculator 
wore  unable  to  sell  without  such  a  sacrifice  as  disabled  them 
from  t'uhilliug  their  cuga^reincnta,  and  several  of  them  con- 
sequently failed.  Among  thcBC,  one  was  mentioned,  who 
havJTtg  a  ea])ital  not  escccding  1.200Z,  which  was  locked  up 
ill  his  btisinefis,  had  contrived  to  buy  4,000  chestB,  value 
above  SO.nOfi?.,  the  loss  uprni  which  was  about  16,000i, 

"  The  other  exam[)lc,  which  I  have  to  give,  is  that  of  the 
operation  on  llie  cin-u  market  between  1838  and  1842, 
There  was  an  instance  of  a  person  who,  when  he  antei'ed  on 


INFLUEKCE  OF   CREDIT  ON  PRICES,  79 

Lis  extensive  Bpeciilations,  was,  as  it  appeared  by  tlie  subse- 
quent examination  of  his  affairs,  possessed  of  a  capital  not 
exceeding  5000/.,  but  being  successful  in  the  outset,  and 
favoured  by  circumstances  in  the  progress  of  his  operations, 
he  contrived  to  make  purchases  to  such  an  extent,  that 
when  he  stopped  payment  his  engagements  were  found  to 
amount  to  between  500,000/.  and  G00,000/.  Other  instances 
might  be  cited  of  parties  without  any  capital  at  all,  who,  by 
dint  of  mere  credit,  were  enabled,  while  the  aspect  of  the 
market  favoured  their  views,  to  make  purchases  to  a  very 
great  extent. 

"  And  be  it  observed,  that  these  speculations,  involving 
enormous  purchases  on  little  or  no  capital,  were  carried  on 
in  1839  and  1840,  when  the  money  market  was  in  its  most 
contracted  state ;  or  when,  according  to  modern  phraseol- 
ogy, there  was  the  greatest  scarcity  of  money.'' 

But  though  the  great  instriiment  of  speculative  i>ur- 
chases  is  book  credits,  it  cannot  be  contested  that  in  specu- 
lative periods  an  increase  does  take  place  in  the  ^piantity 
both  of  bills  of  exchange  and  of  bank  nott^s.  Tliis  increase, 
indeed,  so  far  as  bank  notes  are  concerned,  hardly  ever  takes 
place  in  the  earliest  stage  of  the  s])cculati(ms ;  adviinces 
from  bankers  (as  Mr.  Tooke  observes)  not  being  applit^l  for 
in  order  to  purchase,  but  in  order  to  hold  011  without  selling 
when  the  usual  term  of  credit  has  expired,  and  the  high 
price  which  was  ealculate<l  on  has  not  arriv(Ml.  But  the  tea 
speculators  mentioned  by  Mr.  T<xjke  could  not  have  carried 
their  speculations  beyond  the  three  months  which  hw  the 
usual  term  of  credit  in  their  trade,  unle«s  thev  had  been 
able  to  obtain  advances  from  bankers,  which,  if  the  expc^-ta 
tion  of  a  rise  of  price  had  still  continued,  they  ])robabh 
oonld  have  done. 

Since,  then,  credit  in  the  form  of  bank  notes  is  a  more 
potent  instrument  for  rai^sing  prices  than  Ixxtk  credits,  an 
mrestnuned  power  of  res<»rting  to  this  in^tniment  may  con- 
tribute to  prolong  and  heighten  the  speculative  ri^e  of  prices, 
and  bence  aggravate  the  subsequent  recoil.     I/tit  in  what 
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degree  ?  and  what  importance  ought  we  to  ascribe  to  this 
possibility  ?  It  may  help  us  to  form  some  judgment  on  this 
point,  if  we  niuBider  the  propurtion  which  the  utmost  in- 
crease of  bank  notes  in  a  period  of  speculation,  bears,  I  do 
not  say  to  the  whole  mass  of  credit  in  tho  coantry,  but  to 
the  bills  of  excliaiige  alone.  The  average  amount  of  bills 
in  existence  at  any  one  lime  is  sujiposcd  greatly  to  exceed  a 
hundred  millions  sterling-*  The  bank  note  circulation  of 
Great  Britain  and  Ireland  seldom  exceeds  forty  millions,  and 
the  increase  in  epecuhitive  periods  at  most  two  or  three. 
And  even  this,  as  we  liave  seen,  hardly  ever  con)cs  into  play 
nnfil  tliat  advanced  period  of  the  specnlation  at  which  the 
tide  shows  signs  of  turning,  and  tlie  dealers  generally  are 
rather  thinking  of  the  means  of  fulfilling  their  existing  en- 
gagements, than  meditating  an  extension  of  them :  while 
the  quantity  of  bills  in  existence  is  largely  increased  from 
the  very  cDiiimenccineiif  of  the  speculations. 

g  *"<.      It   is  well  kiinwu  tliat  ul'  late  years,  an  aitificial 

*  riie  most  nppniviil  cBlltnatf^  if  tli»r  nf  Mr.  Leolliam.  ^;roiind«]  on  Iba 
official  rptmns  of  liill  slaraps  iwued.    Tliu  rollowing  nrp  the  results; — 
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"Mr.  Lcnllinin,"  says  Mr.  Tonke,  "pivpa  the  procpsia  hy  which,  iipon  ih« 
daln  funilNlii'd  riy  llii'  i^liinis  of  Muiupx,  h>!  nnivi'a  at  these  nsiilts;  Bod  I  UD 
disjHiH'il  t'l  Ihltik  (1ml  they  aiv  iu<  ncnr  nn  iiiiiiruiiiiiialinn  lo  the  truth  as  the 
luimrt  i,r the-  tiinii'iinls  n'tiiiiti  of  airiviiiR  M."—liii«irii  into  thf  Cnrri-Hty  Priti- 

fi/J-:  |).   afl.      Mr.  N imrch  (ApiitTKiix    ^o. '6^  tn  llrpnrt  of  the  CnrumillH  rm 

the  Umit  Arm  in  IKri7.  and  Hiilfrji  nf  f'rlfr:  vol,  vi.  p.  6S7)  ehowa  proundi 
for  the.- ojilmiiii  lh.it  ihr  Iniul  hill  Hivuhitioii  io  1ns7  wumut  much  lea  tbui  ISO 
millioiia  Hlerllng,  anil  thiit  it  lomelimcs  risog  lu  -KXt  oiilliuca. 
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limitation  of  the  issae  of  bunk  notes  has  been  regarded  by 
many  political  economists,  and  by  a  great  portion  of  the 
public,  as  an  expedient  of  supreme  efficacy  for  preventing, 
and  when  it  cannot  prevent,  for  moderating,  the  fever  of 
speculation ;  and  this  opinion  received  the  recognition  and 
sanction  of  the  legislature  by  the  Currency  Act  of  1844. 
At  the  point,  however,  which  our  inquiries  have  reached, 
though  we  have  conceded  to  bank  notes  a  greater  power 
over  prices  than  is  posscbsed  by  bills  or  book  credits,  we 
have  not  found  reason  to  think  that  this  superior  efficacy 
has  much  share  in  producing  the  rise  of  prices  which  accom- 
pauies  a  period  of  speculation,  nor  consequently  that  any 
restraint  applied  to  this  one  insti-ument,  can  be  efficacious 
to  the  degree  which  is  often  supposed,  in  moderating  either 
that  rise,  or  the  recoil  which  follows  it.  We  shall  be  still 
less  inclined  to  think  so,  when  we  consider  that  there  is  a 
fourth  form  of  credit  transactions,  by  che<|ues  on  bankers, 
and  tranfers  in  a  banker's  books,  which  is  exactly  parallel 
in  every  resjiect  to  bank  notes,  giving  equal  facilities  to  an 
extension  of  credit,  and  capable  of  acting  on  prices  <iuite  i\s 
powerfiilly.  In  the  words  of  Mr.  Fullarton,*  ''  there  is  not 
a  single  object  at  present  attained  through  the  agency  of 
Bank  of  England  notes,  which  might  not  lie  au  eircctuuUy 
accomplished  by  each  individual  kee}»ing  an  account  with 
the  bank,  and  transacting  all  his  pavment>  of  five  pounds 
and  upwards  by  cheque."'  A  bank,  instead  of  lending  its 
notes  to  a  merchant  or  dealer,  might  open  an  account  with 
him,  and  credit  the  account  with  the  sum  it  had  agreed  to 
advance :  on  an  understanding  that  he  should  not  draw  out 
that  Bum  iu  any  other  mo<le  than  by  drawing  cheques^  agiiinst 
it  in  favour  of  those  to  whom  he  had  occasion  to  make  pay- 
ments. Tliese  cheques  might  possibly  even  p!i>s  tiom  liaud 
to  hand  like  bank  notes  ;  more  commonly  howevur  tlie  re- 
ceiver would  pay  them  into  the  hands  of  his  uwn  banker, 
and  when  he  wanted  the  money,  woul<l  draw  a  tVesh  cheque 
•gainst  it:    and  hence  an  objt?(rtor  may  urge  that  as  the 

*  On  the  Ki'gulaiiijii  ut  ('urn-iK-ic-f  |».  11. 
4« 
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orijrinal  cheque  would  very  soon  be  presented  foi-  payment, 
when  it  must  be  paid  either  in  notes  or  in  coin,  notes  or  coin 
to  an  .qiial  jiuiount  nmat  be  provided  as  the  ultimate  means 
of  Jiquidatiun.  It  is  not  bo,  however.  The  person  to  whom 
the  cheque  is  transferred,  may  perhaps  deal  with  the  same 
banker,  and  the  cheque  may  return  to  the  very  bank  on 
which  it  was  drawn  :  this  is  very  otYeii  tlie  ease  in  country 
di^tiicts  ;  if  so,  no  payment  will  be  called  for,  but  a  simple 
transfer  in  the  banker's  books  will  settle  the  transaetinn. 
If  tlic  clicqne  is  paid  into  a  dlH'erent  bank,  it  will  not  be 
pretented  for  payuient,  but  liquidated  by  set-ofF  against 
other  cheques  ;  and  in  a  state  of  circunistunces  favourable 
to  a  general  extension  of  banking!;  credits,  a  banker  who  has 
granted  iimre  credit,  and  has  therefore  more  cheques  drawn 
on  hiui,  will  also  luive  mure  cheques  on  other  bankers  paid 
to  him,  and  will  only  liavc  to  jirovide  notes  or  cash  for  the 
l>nymeiit  of  balances ;  for  wJiich  i)urpose  the  ordinary  re- 
serve of  prudent  bankers,  one-third  of  their  liabilities,  will 
abundantly  suffice.  Now,  if  he  had  granted  the  extension 
of  credit  by  means  of  an  issue  of  hia  own  notes,  he  musl 
e<iually  have  retaliied,  in  coin  or  Bank  of  England  notes, 
the  usual  reserve :  so  that  lie  can,  as  Mr.  Fullarton  saya, 
give  every  facility  of  credit  by  wJiat  may  be  termed  a 
cheque  circulation,  wliieli  he  could  give  by  a  note  circu- 
lation. 

This  extension  of  credit  by  entries  in  a  banker's  books, 
lia.=i  all  that  superior  elfieiency  in  acting  on  prices,  which  wo 
ascribed  to  an  exteni^ion  by  means  of  bank  notes.  As  a 
bank  n<itc  of  20/.,  paid  to  any  imc,  gives  him  20^.  of  pur- 
cha.-iing-i>owcr  based  on  credit,  over  and  above  whatever 
cn-dit  he  liad  of  his  own,  so  d<3es  a  cheque  paid  to  him  do 
the  same  :  for,  although  he  may  make  no  purehaae  with  the 
cheque  itself,  he  deposits  it  with  Ins  banker,  and  can  draw 
against  it.  As  this  act  of  drawing  a  cheque  against  another 
wbieh  has  been  exchanged  and  cancelled,  can  be  repeated  as 
often  as  a  imrchase  with  a  bank  note,  it  effects  the  same  in- 
eroase  of  purcliaPing  powi'r.     Tltc  original  loan,  or  credit. 
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given  by  tlio  banker  to  his  customer,  is  potentially  multi- 
plied as  a  means  of  purchase,  in  the  hands  of  the  successive 
persons  to  whom  portions  of  the  credit  are  paid  away,  just 
as  the  purchasing  power  of  a  bank  note  is  nmltiplied  by  the 
number  of  persons  through  whose  hands  it  passes  before  it 
is  returaed  to  the  issuer. 

Tliese  considerations  abate  very  much  fiom  tlie  impor- 
tance of  any  effect  which  can  be  produced  in  allaying  the 
vicissitudes  of  commerce,  by  so  superficial  a  contrivance  as 
the  one  so  much  relied  on  of  late,  the  restriction  of  the  issue 
of  bank  notes  by  an  artificial  nile.  An  examination  of  all 
the  consequences  of  that  restriction,  and  an  estimate  of  the 
reasons  for  and  against  it,  must  be  deferred  until  we  have 
treated  of  the  foreign  exchanges,  and  the  international 
movements  of  bullion.  At  present  we  are  only  concerned 
with  the  geneml  theory  of  prices,  of  which  the  ditierent  in- 
fluence of  different  kinds  of  credit  is  an  essential  part. 

§  7.  Tliere  has  been  a  great  amount  of  discussion  and 
argument  on  the  question  whether  several  of  these  forms  of 
credit,  and  in  particular  whether  bank  notes,  ought  to  be 
considered  as  money.  The  question  is  so  purely  vtibal  as 
to  be  scarcely  worth  raising,  and  one  would  have  some 
difficulty  in  comprehending  why  so  much  importance  is  at- 
tached to  it,  if  there  were  not  some  authorities  who,  still 
adhering  to  the  doctrine  of  the  hifancy  of  society  and  of 
political  economy,  that  the  quantity  of  money,  compared 
with  that  of  commodities,  determines  general  prices,  think 
it  important  to  prove  that  bank  notes  and  no  other  forms 
of  credit  are  money,  in  order  to  support  the  inference  that 
bank  notes  and  no  other  forms  of  credit  influence  prices.  It 
18  obyious,  liowever,  that  prices  do  not  depend  on  money, 
bnt  on  purchases.  Money  left  with  a  banker,  and  not  drawn 
against,  or  drawn  against  for  other  purposes  than  buying 
eommodities,  has  no  effect  on  prices,  any  more  than  credit 
which  is  not  used.  Credit  which  is  used  to  purchase  com- 
moditicB)  affects  prices  in   the   same  manner  as  money. 
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Money  and  credit  are  tlius  exactly  on  a  par,  in  their  effect 
nil  prices;  and  whctiier  wc  elioose  to  claaa  bank  notes 
ivitli  tiie  one  or  the  other,  is  in  this  respect  entirely  iuima- 
tcri;il. 

Since,  liuwever,  this  queritiou  of  nomenclature  has  been 
raised,  it  set'ms  desirable  that  it  should  be  answered.  The 
reason  given  for  couaidering  baub  notes  as  money,  is,  that 
hy  law  and  usage  tliey  have  the  property,  in  common  with 
metallic  money,  of  finally  closing  the  transactions  in  wltieh 
they  are  empioyeil ;  while  no  other  mode  of  paying  one 
debt  hy  traii inferring  another,  has  that  privilege.  The  first 
remark  wliich  here  suggests  itself,  is,  that  on  this  showing, 
the  notes  at  least  of  private  banks  are  not  money  ;  for  a 
creditor  cannot  be  forced  to  accept  them  in  paymeut  of  a 
debt.  They  certainly  close  the  transaction  if  he  does  accept 
them ;  but  so,  on  the  same  snppositiun,  would  a  bale  of 
clutb,  or  a  pipe  of  wine;  which  are  not  for  that  reason  re- 
garded as  money.  It  seems  to  be  an  essential  part  of  the 
idea  of  money,  that  it  be  legal  tender.  An  inconvertible 
jiaper  which  is  legal  tender  is  universally  admitted  to  be 
money ;  in  the  French  language  the  phrase  papler-monnaii 
actually  vnans  itifoiivertibility,  convertible  notes  being 
merely  VtUets  a  part-itr.  It  is  only  in  the  case  of  Bank  of 
England  notes  under  the  law  of  convertibility,  that  any 
ditHc'ulty  arisiw;  those  notes  not  being  a  legal  tender  from 
the  Bunk  itself,  though  a  legal  Ictider  from  all  other  persons. 
Rank  of  England  notes  nndoubti'tliy  do  close  transactions, 
fto  far  as  respects  t!ie  tniyiT.  When  he  has  once  paid  in 
Bank  of  England  notes,  he  can  in  no  case  he  required  to  pay 
over  ai,'aiii.  But  I  confess  I  cannot  see  how  the  transaction 
can  be  deemed  complete  as  regards  the  seller,  when  he  will 
only  bL-  foiirul  to  biive  received  thi?  price  of  his  commodity 
jiroviih'ii  the  Hank  lieep^i  its  promise  to  jiay.  An  instrn- 
incnt  winch  woidd  be  deprived  of  all  vahic  by  the  insolv- 
ency of  a  corporation,  cannot  he  money  in  any  sense  in 
which  money  is  opjutt'eii  to  credit.  It  eilber  is  not  money, 
or   it  is  money  and  credit  too.     It  may  be  most  snitabi; 
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described  as  coined  credit.    Tlie  other  forms  of  credit  may 
be  distinguished  from  it  as  credit  in  ingots. 

§  8.  Some  high  authorities  have  claimed  for  bank 
notes,  as  compared  with  other  modes  of  credit,  a  greater 
distinction  in  respect  to  influence  on  price  than  we  have 
seen  reason  to  allow ;  a  difference,  not  in  degree,  but  in 
kind.  They  ground  this  distinction  on  the  fact,  that  all  bills 
and  cheques,  as  well  as  all  book-debts,  are  from  the  first  in- 
tended to  be,  and  actually  are,  ultimately  liquidated  either 
in  co:n  or  in  notes.  The  bank  notes  in  circulation,  jointly 
with  the  coin,  are  therefore,  according  to  these  authorities, 
the  basis  on  which  all  the  other  expedients  of  credit  rest ; 
and  in  proportion  to  the  basis  will  be  the  superstructure ; 
insomuch  that  the  quantity  of  bank  notes  determines  that 
of  all  the  other  forms  of  credit.  If  bank  notes  are  multi- 
plied, there  will,  they  seem  to  think,  be  more  bills,  more 
payments  by  cheque,  and,  I  presume,  more  book  credits ; 
and,  by  regulating  and  limiting  the  issue  of  bank  notes,  they 
think  that  all  other  forms  of  credit  are,  by  an  indirect  con- 
sequence, brought  under  a  similar  limitation.  I  believe  I 
have  stated  the  opinion  of  these  authorities  correctly,  thongh 
I  have  nowhere  seen  the  grounds  of  it  set  forth  with  such 
distinctness  as  to  make  me  feel  quite  certain  that  I  under- 
stand them.  It  may  be  true,  that  according  as  there  are 
more  or  fewer  bank  notes,  there  is  also,  in  general  (tliough 
not  invariably),  more  or  less  of  other  dcscrij)tions  of  credit ; 
or  the  same  state  of  affairs  which  leads  to  an  increase  of 
credit  in  one  shape,  leads  to  an  increase  of  it  in  other  shapes. 
Bat  I  see  no  reason  for  believing  that  the  one  is  the  cause 
of  the  other.  If  indeed  we  begin  by  assuming,  as  I  suspect 
it  tacitly  done,  that  prices  are  regulated  by  coin  and  bank 
notes,  the  proposition  maintained  will  certainly  follow ;  for, 
according  as  prices  are  higher  or  lower,  the  same  purchases 
win  jpve  rise  to  bills,  cheques,  and  book  cre<lits  of  a  larger 
or  ft  nnaller  amonnt.  But  the  premise  in  this  reasoning  is 
the  ferj  proposition  to  be  proved.    Setting  this  assumption 
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aside,  1  know  not  Iiow  the  coiifliisiori  can  be  subatantiated. 
The  fr'Cilil  given  lo  iUiy  one  by  those  witli  whom  he  deals, 
does  not  depend  on  the  <]uuntity  of  bank  notes  or  coin  in 
circnhitinn  ut  tlif  lime,  bnt  on  their  opinion  of  his  sulveney: 
if  any  considtration  of  a  more  general  charaetcr  enters  into 
iheit'  cnli'iilation,  it  is  only  in  a  time  of  presRire  on  the  loan 
market,  when  ihey  are  not  certain  of  being  tbeniselvps  able 
tti  oljtain  the  credit  On  whicli  tiicy  have  been  aeeustomcd  to 
rely  ;  and  even  then,  what  they  look  to  is  the  general  state 
of  the  loan  market,  and  not  (preconceived  theory  apart)  the 
am<)nut  of  bank  notes.  So  far,  as  lo  the  willingness  to  give 
credit.  And  tlie  willingness  of  a  dealer  to  use  his  credit, 
depends  on  his  expectations  of  gain,  that  i-,  on  his  o])inion 
of  t!ie  ]iriibablc  future  price  of  hU  cemniodity  ;  an  opinion 
gi'oiiinled  either  on  the  lise  or  fall  already  yoirig  on,  or  on 
Iiis  ]iro-^])ef-tive  jndjrment  re^iiicctiug  the  supply  and  the  rate 
of  consninpticin.  When  a  dealer  extends  his  pnrchases  be- 
yond his  immeiliiite  means  of  payment,  engaging  to  pay  at 
a  spceilieil  time,  he  dues  so  in  tiie  expectation  either  that 
the  tniiisaetiun  will  have  terminated  favonrably  before  tbat 
time  arrives,  or  that  he  shall  then  be  in  pnsscpsion  of  suf- 
ficient funds  from  the  proeeeiis  of  his  other  transactioDS. 
The  fulfihiient  of  tiiesc  expectations  depends  npon  prices, 
bnt  nut  speeiiilly  upon  the  anioniit  of  bauk  ni  lea,  lie  may, 
ih>iihih.'[-<,  ;dso  u>k  hiiusclf,  in  case  hesiionld  be  disappointed 
in  these  cxpcctatinim,  to  wlial  <]uarter  lie  can  look  for  a  tem- 
jiorary  advani-e.  In  enable  liirji,  at  the  worst,  to  keep  his  en- 
gagements. But  ill  the  first  phice,  this  prospective  reflection 
on  the  t^oinewbat  more  or  less  of  diffienlly  which  he  may 
have  in  tiding  over  his  ernbarrassmenls,  seems  too  slender 
an  inducement  lo  be  much  of  a  restraint  in  a  period  sup- 
posed to  be  one  of  rash  adventure,  and  upon  persons  so  con- 
fident of  BUc<'er;s  as  to  involve  theniselves  beyond  their  cer- 
tain means  of  extrication.  And  farther,  I  apprehend  that 
their  confidciLce  of  beinfr  helped  out  in  the  event  of  ill-for- 
tune, will  mainly  dejieiid  on  tlieir  opinion  of  their  own  ind'- 
vidnal  credit,  witli,  perhaps,  some  consideratioD,  not  of  the 
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quantity  of  the  currency,  but  of  the  general  state  of  the  loan 
market.  They  are  aware  that,  in  case  of  a  commercial  crisis, 
they  shall  have  difficulty  in  obtaining  advancQS.  But  if  they 
thought  it  likely  that  a  commercial  crisis  would  occur  be- 
fore  they  had  realized,  they  would  not  speculate.  If  no 
great  contraction  of  general  credit  occurs,  they  will  feel  no 
doubt  of  obtaining  any  advances  which  they  absolutely  re- 
quire, provided  the  state  of  their  own  affairs  at  the  time 
affords  in  the  estimation  of  lenders  a  sufficient  prospect  that 
those  advances  will  be  repaid. 


CHAPTER  XIII. 

OF   AN    IXCilNVERTIULE   I'AITR   Cl'RRENCr.    * 

§  1.    After  experience  had  shown  thatpieeesof  paper,  of 

no  intniisii-  viilue,  by  merely  beiiriiig  upon  them  the  written 
prof'cssinn  of  henig  equivalent  to  a  certain  uumlter  of  francs, 
dollars,  or  pounciw,  could  he  made  to  circulate  as  such,  and 
to  produce  all  the  benefit  to  the  issuers  which  could  have 
been  produced  by  the  coins  which  they  purported  to  repre- 
sent ;  f^ovcrninents  began  to  think  tlint  it  would  be  a  happy 
device  if  tlicy  could  approjiriiite  to  tlieniselves  this  benefit, 
free  from  the  condition  to  which  individuals  issuing  such 
]>aper  eulistitntcs  for  money  were  snbjeet,  of  giving,  when 
required,  for  the  sign,  the  thing  signified.  They  determined 
to  try  whether  they  roiikl  not  emancipate  themselves  from 
this  unpleasant  obligation,  and  miilie  a  piece  of  paper  issued 
by  them  pa«>'  fir  a  pound,  by  merely  calling  it  a  ponnd,  and 
eonsciiliiig  to  rw/rivc  It  in  payment  of  the  taxes.  And  such 
is  the  influence  of  almost  nil  established  governments,  that 
they  have  generally  Buccceded  in  attaiTiirg  this  object :  I 
believe  I  might  say  they  have  always  enecceded  for  a  time, 
and  the  power  has  only  been  hist  to  them  after  they  had 
compromised  it  by  the  most  flagrant  abuse. 

In  the  case  supposed,  the  functions  of  money  are  per- 
formed by  a  thing  which  derives  its  power  of  performing 
them  solely  from  convention  ;  hut  convention  is  quite  suffi- 
cient to  confer  the  power;  since  ncithing  more  is  needful  to 
make  a  person  accept  anything  as  money,  and  even  at  any 
arbitniry  vnhie,  than  the  ]>ersnasion  that  it  will  be  taken 
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from  him  on  the  same  terms  by  others.  Tlie  only  question  is, 
what  determines  the  vahie  of  such  a  currency  ;  since  it  can- 
not be,  as  in  the  case  of  gold  and  silver  (or  paper  exchange- 
able for  them  at  pleasure),  the  cost  of  production.  , 

We  have  seen,  however,  that  even  in  the  case  of  metal- 
lic currency,  the  immediate  agency  in  determining  its  value 
is  its  quantity.  If  the  quantity,  instead  of  depending  on 
the  ordinary  mercantile  motives  of  profit  and  loss,  could  be 
arbitrarily  fixed  by  authority,  the  value  would  depend  on 
the  fiat  of  that  authority,  not  on  cost  of  production.  Tlie 
quantity  of  a  paper  currency  not  convertible  into  the  metals 
at  the  option  of  the  holder,  can  be  arbitrarily  fixed ;  espe- 
cially if  the  issuer  is  the  sovereign  power  of  the  state.  The 
value,  therefore,  of  such  a  currency,  is  entirely  arbitrary. 

Suppose  that,  in  a  country  of  which  the  currency  is 
wholly  metallic,  a  paper  currency  is  suddenly  issued,  to  the 
amount  of  half  the  metallic  circulation  :  not  by  a  banking 
eatablishment,  or  in  the  form  of  loans,  but  by  the  govern- 
ment, in  payment  of  salaries  and  purchase  of  commodities. 
The  currency  being  suddenly  increased  by  one-half,  all  prices 
will  rise,  and  among  the  rest,  the  prices  of  all  things  made 
of  gold  and  silver.  An  ounce  of  manufactured  gold  will  Ix*- 
corae  more  valuable  than  an  ounce  of  gold  coin,  by  more 
than  that  customary  difference  which  compensates  for  the 
value  of  the  workmanship  ;  and  it  will  be  profitable  to  melt 
the  coin  for  the  purpose  of  being  manufactured,  until  as 
much  has  been  taken  from  the  currency  by  the  subtraction 
of  gold,  as  had  been  added  to  it  by  the  issue  of  j)aper.  Tlien 
prices  will  relapse  to  what  they  were  at  first,  and  there  will 
be  nothing  changed  except  that  a  paper  currency  has  been 
mbBtituted  for  half  of  the  metallic  currency  which  existed 
before.  Suppose,  now,  a  second  emission  of  paper ;  the 
Bsme  series  of  effects  will  be  renewed  ;  and  so  on,  until  the 
whole  of  the  metallic  money  has  dit-appeared :  that  is,  if 
paper  be  issued  of  as  low  a  denomination  as  the  lowest  coin  ; 
if  not,  as  much  will  remain,  as  convenience  requires  for  the 
maDer  payments.    Tlie  addition  made  to  the  quantity  of 
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g'lid  and  silver  disjiosable  for  omanienta!  purposes,  will 
BOiiiewliat  reduce,  for  a  time,  the  value  of  the  article  ;  and 
as  long  a3  this  is  the  case,  even  though  paper  lias  been 
issued  to  tlie  original  amount  of  tlie  metallic  circulation,  as 
miidi  coin  will  remain  in  circulation  along  with  it,  as  ^i^ill 
keep  the  value  of  the  cnrreucy  down  to  the  reduced  value 
of  the  metallic  material ;  but  the  value  having  fallen  below 
the  cost  of  production,  a  stoppage  or  diniinutiou  of  the  sup- 
])ly  fi-oni  the  mines  will  enable  the  surplus  to  be  carried  off 
hy  the  ordinary  agents  of  dcstniction,  after  which,  the 
metals  and  the  currency  will  recover  their  natural  value. 
We  are  here  Bup]>ostiig,  as  we  have  supposed  tbrougbout, 
that  the  country  has  mines  of  its  own,  and  no  commercial 
intercourse  with  other  countries :  for,  in  a  country  having 
foreign  tradi>,  the  coin  which  is  rendered  suiierfluous  by  an 
issue  of  paper  is  carridl  off  hy  a  much  prompter  method. 

Up  to  tfiis  point,  the  effect?  of  a  paper  currency  are  sub- 
stantially the  same,  whether  it  is  convertible  into  specie  or 
not,  It  is  when  the  metala  have  been  completely  super- 
seded and  driven  frmn  circulation,  that  the  difference  be- 
tween convertible  anil  inconvertible  paper  begins  to  be 
operative.  When  the  gold  or  silver  has  all  gone  from  cir- 
culation, and  an  equal  quantity  of  paperbas  taken  its  place, 
suppose  that  a  still  inrther  issue  i3  superadded.  Tlie  same 
series  of  ])hcuiimena  recommences:  prices  rise,  among  the 
rest  the  prices  (if  gold  aiul  silver  nrticles,  and  it  becomes  an 
ohject  as  before  to  procure  coin  in  order  to  convert  it  into 
bullion.  There  is  no  longer  any  coin  in  circulation  ;  but  if 
the  pajier  cuiTency  is  convertible,  coin  may  still  be  obtained 
from  the  issuers,  in  e.xcliangc  for  notes.  All  additional  notes, 
therefore,  which  are  attempted  to  be  forced  into  circulation 
after  the  metals  have  been  completely  supereeiied,  will  re- 
turn upon  the  issuers  in  exchange  for  coin  ;  and  they  will 
not  ho  able  to  maintain  in  circulation  snch  a  quantity  of 
convcrtihle  paper,  as  to  sink  its  value  below  the  metal  which 
it  represents.  It  is  not  so,  however,  with  an  inconvertible 
currency.     To  the  increase  of  that  (if  pennitted  by  law) 
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there  is  no  cheek.  Tlic  issuers  may  add  to  it  indefinitely, 
lowering  its  value  and  raising  prices  in  projiortion  ;  tliey 
may,  in  other  words,  depreciate  the  currency  without  limit. 
»Such  a  power,  in  whou'soever  vested,  is  an  intolerahlo 
evil.  Al!  variations  in  the  vahie  of  the  circulating  medium 
are  mischievous  :  they  disturb  existing  contracts  and  expec- 
tations, and  the  liability  to  such  changes  renders  every 
j>ecuniary  engagement  of  long  date  entirely  precarious. 
Tlie  i)erson  who  buys  for  himself,  or  gives  to  another,  an 
annuity  of  100/.,  does  not  know  whether  it  will  be  ecpiiva- 
lent  to  ^OUI,  or  to  50/.  a  few  years  hence.  Great  as  this 
evil  would  be  if  it  dej)ended  only  on  accident,  it  is  still 
greater  when  placed  at  the  arbitrary  disposal  of  an  individ- 
ual or  a  body  of  individuals ;  who  may  have  any  kind  or 
defirree  of  interest  to  be  siTved  bv  an  artificial  fluctuation  in 
fortunes ;  and  who  have  at  any  rate  a  strong  interest  in 
issuing  as  much  as  possible,  each  issue  being  in  itself  a 
source  of  profit.  Not  to  add,  that  the  issuei-s  may  have, 
and  in  the  ease  of  a  goveniment  pai)er,  always  have,  a 
dire<:t  interest  in  lowering  the  value  of  tlie  currency,  because 
it  is  the  medium  in  which  their  own  debts  are  computed. 

§  2.  In  order  that  the  value  of  the  currency  may  be 
Becurc  from  being  altered  by  design,  and  may  be  as  little  as 
possible  liable  to  fluctuation  from  accident,  the  articles  least 
liable  of  all  known  commodities  to  varv  in  their  value,  the 
precious  metals,  have  been  made  in  all  civilized  countries 
the  standard  of  value  for  the  circulating  medium  ;  and  no 
paper  currency  ought  to  exist  of  which  the  value  cannot  be 
made  to  conform  to  theirs.  Nor  has  this  fundamental 
maxim  ever  been  entirely  lost  sight  of,  even  by  the  gf»vcrn- 
mentB  which  have  most  abused  the  powir  of  cn»ating  incon- 
Teitible  paper.  If  they  have  not  (as  they  generally  have) 
professed  an  intention  of  paying  in  specie  at  souh*  indefinite 
future  time,  they  have  at  least,  by  giving  to  their  paper 
xmies  the  names  of  their  coins,  ma<le  a  virtual,  though  gen- 
ttallj  m  talfief  profession  of  intending  to  keep  them  at  a 
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value  corres]JOndiTig  to  that  of  tlie  coins.  This  is  not  iro- 
practicublcj  even  with  an  iueouvertible  paper.  There  is  nol 
indeed  the  Bell-acting  cheek  which  convert iliility  brings 
with  it.  But  tliere  is  a  clear  and  unequivocal  indication  by 
wliich  to  judge  whether  the  currency  ia  depreciated,  and  to 
what  extent.  Tliut  indication  is,  the  price  of  the  precious 
nietiik.  AVlien  iiolilcrd  of  paper  cannot  demand  coin  to  be 
converted  into  bullion,  and  when  there  is  none  lelt  in  circu- 
lation, bnllion  risee  and  falls  in  price  like  other  things ;  and 
if  it  is  above  the  mint  price,  if  an  ounce  of  gold,  which 
would  be  coined  into  the  equivalent  of  Zl.  17«.  lOirf.,  is  8o!d 
for  4/.  or  5/.  in  paper,  the  value  of  the  currency  has  sunk 
just  that  much  below  what  the  value  of  a  metallic  currency 
would  be.  If,  therefore,  (he  issue  of  inconvertible  paper 
were  subjected  to  stiict  niles,  one  rule  being  that  whenever 
bullion  rose  above  tlic  mint  price,  tlie  i^Bues  should  be  con- 
trncfcd  until  the  market  price  of  bullion  and  the  mint  price 
wci'e  ngain  in  accordance,  such  a  currency  would  not  be 
t-ubjcct  to  any  of  the  evils  usually  deemed  inherent  in  an 
inconvertible  jiapur. 

But  also  such  a  system  of  currency  would  have  no  ad- 
vantages sufficient  to  I'ecomnicnd  it  to  adoption.  An  incon- 
verlilde  currency,  regulated  by  the  price  of  bnllion,  would 
confonn  exactly,  in  all  its  variations,  to  a  convertible  one; 
and  the  only  advantage  gained,  would  be  that  of  exemption 
from  the  necessity  of  keeping  any  reserve  of  the  preeions 
metals  ;  wliich  is  not  a  very  important  consideration,  espe- 
cially as  a  government,  so  long  as  its  good  faith  is  not  sus- 
pected, needs  not  keep  so  large  a  reserve  as  private  issuers, 
being  not  so  liable  to  great  and  sudden  demands,  since  there 
never  can  he  any  real  doubt  of  its  solvency.  Against  this 
small  advantage  is  to  be  set,  in  the  lirst  place,  the  possibility 
of  fraudulent  tampering  with  the  price  of  bullion  for  the  sake 
of  acting  on  the  currency  ;  in  the  manner  of  the  fictitious 
sales  of  corn,  to  influence  the  averages,  so  much  and  so  justly 
complained  of  while  the  corn  laws  were  in  force.  But  a 
still  stronger  eonsidcrntion  is  the  importance  of  i  dbering  to 
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a  Bimplc  principle,  intelligible  to  the  most  untauglit  capacity. 
Everybody  can  underatand  convertibility  ;  every  one  sees 
that  what  can  be  at  any  moment  exchanged  fur  five  pounds, 
iB  worth  five  pounds.  Regulation  by  the  price  of  bullion  is 
a  more  c^omplex  idea,  and  does  not  recommend  itself  through 
the  same  familiar  associations.  Tliere  would  be  nothing  like 
the  same  confidence,  by  the  public  generally,  in  an  incon- 
vertible currency  so  regulated,  as  in  a  convertible  one :  and 
the  most  instnicted  person  might  reasonably  doubt  whether 
such  a  rule  would  be  as  likely  to  be  inflexibly  adhered  to. 
Tlie  grounds  of  the  rule  not  being  so  well  understood  by  the 
public,  opinion  would  i)robably  not  enforce  it  with  as  much 
rigidity,  and,  in  any  circumstances  of  difiiculty,  would  be 
likely  to  turn  against  it ;  while  to  the  government  itself  a 
suspension  of  convertibility  would  appear  a  nmch  stronger 
and  more  extreme  measure,  than  a  relaxation  of  what  might 
possibly  be  considered  a  somewhat  artificial  rule.  There  is 
therefore  a  great  preponderance  of  reasons  in  favour  of  a 
convertible,  in  preference  to  even  the  best  regulated  incon- 
vertible currency.  Tlie  temptation  to  over-issue,  in  certain 
financial  emergencies,  is  so  stnmg,  that  nothing  is  admissible 
which  can  tend,  in  however  slight  a  degree,  to  weaken  the 
barriers  that  restraui  it. 

§  3.  Although  no  doctrine  in  political  economy  rests  on 
more  obvious  grounds  than  the  mischief  of  a  pai)er  currency 
not  maintained  at  the  same  value  with  a  mct»llic,  either  by 
convertibility,  or  by  some  i)rinciple  of  limitation  equivalent 
to  it ;  and  although,  accordingly,  this  doctrine  has,  though 
not  till  after  the  discussions  of  many  years,  been  tolerably 
effectually  drummed  into  the  public  miiul ;  yet  dissentients 
are  still  numerous,  and  projectors  every  now  and  then  start 
up,  with  plans  for  curing  all  the  eoonoinical  evils  of  bociety 
by  means  of  an  unlimited  issue  of  inconvertible  ])aper. 
There  is,  in  tnith,  a  great  charm  in  the  idea.  To  be  able  to 
pay  off  the  national  debt,  defray  the  expenses  of  government 
withoot  taxation,  and  in  tine,  to  make  the  fortunes  of  the 


94  BOOK   111.     CUAFTER  XllL      §  3. 

wliole  coiiiniutiity,  id  a  brilliaut  prospect,  when  once  a  man 
ii;  (.-iijiaLli;  ul'  bijlievhig  that  pniitiiig  a  ft'W  cLaractors  on  Mts 
of  prt])ur  will  do  it.  Tlio  pIiilosoplicr'B  stone  could  not  be 
uxpec'tcil  to  do  more. 

Ad  tbL'we  pnijei-te,  howt^vcr  oftoii  alain,  always  resusci- 
tatL",  it  is  uut  fill]  If  rill  mini  to  cxaiuiue  one  or  two  ot"  the  fal- 
laeius  by  whiuh  tlie  R'liL'inerte  imp<)su  upuii  the ni selves.  One 
of  tlic  eoimiioiifSt  in,  tintt  a  paper  currem-y  cannot  be  i^gued 
in  excess  so  long  as  every  note  issued  rrpria  nfe  [iroperty, 
01'  lias  a  fi/undatimi  of  ac-tnal  property  to  rest  uii.  These 
j)lir!i!-es,  ut'  repivsenling  and  resting!;,  seldom  convey  any  dis- 
tini-t  or  well-di'tiiieil  idea:  wlieii  they  do,  their  meaning  ia 
no  nioiv  tliiin  thlij— lliat  the  issuers  of  the  paper  innst  have 
property,  eiliier  of  their  own,  oi'  entrusted  to  them,  to  the 
value  of  all  the  notes  they  issue  ;  though  for  what  purpose 
does  not  very  elearly  apjieav  ;  for  if  the  property  eaniiot  he 
claimed  in  e.vehanpe  for  the  iiote^,  it  is  difficult  to  divine  iti 
what  maimer  it^  mere  existence  can  serve  to  uphold  their 
valne.  I  presume,  however,  it  is  intended  as  a  guarantee 
that  the  luilik'rs  wnuhl  be  tiually  reimbursed,  in  case  any 
untoward  event  sIioiiUl  cause  the  whole  eoneeni  to  he  wound 
up.  On  this  theory  there  have  been  many  schemes  for 
'■coiuiiig  the  whole  hind  of  the  country  into  money  ""and 
the  like. 

lu  so  (iir  iiH  lliip  niiiinii  has  any  connexion  at  all  with 
reaaon.it  seems  tn  orifiiiinle  in  couroiindiug  two  entirely  dlB- 
tiuct  evils,  to  whirh  a  [laj-er  eurreucy  is  liable.  One  is,  the 
insolvency  of  the  issuers  ;  ivhieli,  if  the  paper  is  grounded 
on  their  credit — if  it  makes  any  promise  of  payment  in  cash, 
either  on  ileinaiii!  or  ut  any  future  time — of  course  deprives 
[he  pajier  of  any  vatiie  which  it  derives  from  the  promise. 
To  this  evil  pupcr  cn'illl  is  equally  liiibic,  however  mode- 
i-ately  used  ;  and  ngiiiiisl  it,  a  iirovisn  that  all  issues  should 
be  "  founded  on  prnperty,"  as  for  instance  that  notes  should 
only  he  issneil  on  the  security  of  some  valuable  thing  cx- 
jircsrtly  pledged  for  their  redemi>tiim,  would  really  be  effica- 
cious as  a  prcciiulion.     But  the  theory  takes  no  account  of 
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another  evil,  which  is  incident  to  the  notes  of  the  most 
solvent  firm,  company,  or  government :  tliat  of  being  depre- 
ciated in  value  from  being  issued  in  excessive  quantity. 
The  assignats,  during  the  French  llevolution,  were  an 
example  of  a  currency  grounded  on  these  princij>le8.  Tlie 
aasignats  "  represented "  an  iunneuse  amount  of  highly 
valuable  property,  namely  the  lands  of  the  crown,  the 
church,  the  monasteries,  and  the  emigrants ;  amounting 
possibly  to  half  the  temtory  of  France.  They  were,  in 
fact,  orders  or  assignments  on  this  mass  of  land.  The  revo- 
lutionary governinent  had  the  idea  of  '^  coining  '  these  lands 
into  money  ;  but,  to  do  them  justice,  they  did  not  originally 
contemplate  the  immense  nmlti  plication  of  issues  to  which 
they  were  eventually  driven  by  the  failure  of  all  other  finan- 
cial resources.  They  imagined  that  the  assignats  would  come 
rapidly  back  to  the  issuers  in  exchange  for  land,  and  that 
they  should  be  able  to  reissue  them  continually  until  the 
lands  were  all  disposed  of,  without  having  at  any  time  more 
than  a  very  moderate  quantity  in  circulation.  Their  hope 
was  frustrated  :  the  land  did  not  sell  so  quickly  as  they  ex- 
pected ;  buyers  were  not  inclined  to  invest  their  money  in 
possessions  which  were  likely  to  be  resumed  without  com- 
pensation if  the  Revolution  succumbed :  the  bits  of  paper 
which  represented  land,  becoming  prodigiously  multiplied, 
could  no  more  keep  up  their  value  than  the  land  itself 
would  have  done  if  it  had  all  been  brought  to  market  at 
once :  and  the  result  was  that  it  at  last  required  an  as>ignat 
of  five  hundred  francs  to  pay  for  a  cup  of  coffee. 

The  example  of  the  as-signats  has  been  said  not  to  be 
oonclusive,  because  an  assignat  only  represented  land  in 
general,  but  not  a  definite  quantity  of  land.  To  have  i)rc- 
▼ented  their  depreciation,  the  proper  course,  it  is  atfiiined, 
wonld  have  been  to  have  made  a  valuation  of  all  the  confis- 
caled  property  at  its  metallic  value,  and  to  have  issued  as- 
aignatB  np  to,  but  not  beyond,  that  limit ;  giving  to  the 
bolden  a  right  to  demand  any  |)iece  of  land,  at  its  regis- 
tered Talnation,  in  exchange  for  assignats  to   the  sani'i 
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amoinit,  TIn;rc  can  be  no  fiuostioii  about  the  superiority  of 
this  plan  over  the  one  ai^tiially  adopted.  Had  tbis  course 
been  followed,  the  assignats  could  never  have  been  depreei- 
ati-d  to  the  inordinate  degree  they  were ;  for — as  they  would 
have  retained  all  their  pnrehasiiig  power  in  relation  to  land, 
hfiwevcr  inneh  they  might  have  fallen  in  resiiect  to  other 
tilings— before  they  had  lost  very  much  of  their  martet 
value,  they  wonld  probably  liave  been  brought  in  to  be  ex- 
changed tor  land.  It  must  be  remembered,  however,  that 
their  not  being  depreciated  would  presuppose  that  no  greater 
number  of  them  coiitinned  in  eireulation  than  would  have 
cii-eulated  if  they  had  been  convertible  into  cash.  However 
eoiiveiiient,  therefore,  in  a  time  of  revolution,  this  currency 
O'invertilile  into  land  on  ileinimd  might  have  been,  as  a  con- 
trivance for  selling  riipidly  a  great  quantity  of  land  with  the 
least  possible  sacrifice  ;  it  is  difficult  to  see  what  advantage 
it  would  liave,  as  tiie  permanent  system  of  a  country,  over 
a  eurreriey  convertible  into  coin  :  while  it  is  not  at  all  diffi- 
cult to  see  what  would  be  its  disatlvantages  ;  since  land  is  far 
more  variable  in  value  than  gold  and  silver;  and  besides, 
land,  to  most  persons,  being  rather  an  incumbrance  than  a 
dc-sirablc  possession,  except  to  be  converted  into  money, 
people  would  submit  to  a  much  greater  dejireciation  before 
demanding  land,  tlian  they  wiil  before  demanding  gold  or 


^  4.  AiiiithiT  of  tiic  fiillaeies  from  which  the  advocates 
of  an  inconvertible  currency  derive  support,  is  the  notion 

*  Among  the  si>hcmi's  of  currency  to  nhiih,  stnin|M(  lo  say,  ititeUigcBl 
wriltrs  bave  bucii  riiimil  In  ^ivu  llieir  Huictiiui,  nnc  \i  ne  (oWovs :  (hat  thp  sUtt 
slioultl  reauivc  in  plcilfrr  oi  iiiiirlgaRe,  any  kiud  or  nmciunl  or  properir.  such  m 
Inrlil,  iUxk,  Jlu.,  ari'l  aliuulil  aJraliuc  to  ihc  awncre  iULvnvcrtitilc  paper  moutj 
lu  the  Liiliiiiiid'il  «il(ii>.  Sucli  a  turrencj  wuulJ  niil  evto  Imve  the  recommeDd* 
«ioris  (jf  tliu  irnai^nury  iis^ijlnata  siTplmstil  in  llii-  lesl ;  since  those  into  whox 
luTxIa  Ihi;  tiuti>s  vn'ii!  pniil  hr  Ihi.'  iH'nions  who  n'wivifd  thorn,  could  not  relnn 
thi^m  lu  t)io  tiovcrnmciit,  uuil  ili'jiuind  in  encliuiijie  Unil  or  Htovk  wliivb  wu  onlj 
likil^i'J,  nut  alii'nutcd.  ThcMu  would  be  uo  reflux  of  sucb  i»»ign*i»  ti  ibcM, 
uad  iJii'ir  driii  iTiutiun  »<iiikl  hi-  iitdt-rmiti.'. 
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that  an  increase  of  the  currency  qnickens  industry.  Tliis 
idea  was  set  afloat  by  Hume,  in  his  Essay  on  Money,  and 
has  had  many  devoted  adherents  since ;  ^vitness  the  Bir- 
mingham currency  school,  of  whom  Mr.  Attwood  was  at 
one  time  the  most  conspicuous  representative.  Mr.  Att- 
wood maintained  that  a  rise  of  prices  produced  by  an  in- 
crease of  paper  currency,  stimulates  every  producer  to  his 
utmost  exertions,  and  brings  all  the  ca2>ital  and  labour  of 
the  country  into  complete  employment ;  and  that  this  has 
invariably  hai)pened  in  all  periods  of  rising  jn'iccs,  when 
the  rise  was  on  a  sufficiently  great  scale.  I  presume,  how- 
ever, that  the  inducement  which,  according  to  Mr.  Attwood, 
excited  this  unusual  ardour  in  all  j)erson8  engaged  in  pro- 
duction, nmst  have  been  the  expectation  of  getting  more  of 
commodities  generally,  more  real  wealth,  in  exchange  for 
the  produce  of  their  labour,  and  not  merely  more  {>ieccs  of 
paper.  This  expectation,  however,  must  Jiave  been,  by  the 
very  terms  of  the  supposition,  disappointed,  since,  all  prices 
being  supposed  to  rise  equally,  no  one  was  really  better 
paid  for  his  goods  than  before.  Those  who  agree  with  Mr. 
Attwoo<l  could  only  succeed  in  winning  ])eoj»le  on  to  these 
unwonted  exertions,  by  a  prolongation  of  wliat  would  in 
fact  be  a  delusion  ;  contriving  mattere  so,  that  by  a  progres- 
sive rise  of  money  prices,  every  producer  shall  always  seem 
to  be  in  the  very  act  of  obtaining  an  increasc»d  remuneration 
which  he  never,  in  reality,  does  obtain.  It  is  unnecessary 
to  advert  to  any  other  of  the  objections  to  this  ])lan,  than 
that  of  its  total  impracticability.  It  calculates  on  finding 
the  whole  world  persisting  for  ever  in  the  belief  that  more 
pieces  of  paper  are  more  riches,  and  never  discovering  tliat, 
with  all  their  paper,  they  cannot  buy  more  of  anything  than 
they  could  before.  Xo  such  mistake  was  made  during  any 
of  the  periods  of  high  prices,  on  the  experience  of  which  tliis 
school  lays  so  much  stress.  At  the  ]»eriods  which  Mr.  Att- 
wood mistook  for  times  of  pros]>erity,  and  which  were  sim- 
ply (as  all  periods  of  high  prices,  under  a  convertible  cur- 
rency, mnst  be)  times  of  sp(.'cnlation,  the  speculatoi-s  did  not 
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think  tticy  were  growing  ncli  because  tlie  liigli  prieea 
would  liiat,  lint  because  they  would  not  last,  and  because 
wlioever  contiived  to  realize  wliile  they  did  last,  would  find 
himself,  alter  the  rceoil,  in  jiOBSt^aaion  of  a  greater  number 
of  [founds  sterling,  without  their  having  become  of  lesa 
value.  If,  «t  the  ekise  of  the  speculation,  an  issue  of  paper 
had  been  iniide,  softicient  to  keep  priees  up  to  the  point 
which  they  attained  wlien  at  tlie  highest,  no  one  would  liave 
been  more  disappointed  than  the  speculators  ;  since  the  gain 
which  they  thought  to  have  reaped  by  realizing  in  time  (at 
the  expense  of  their  competitora,  who  bought  when  they 
suUl,  and  had  to  sell  after  the  revulsion)  would  have  faded 
away  in  their  hands,  and  instead  of  it  they  would  have  got 
nothing  except  a  few  more  paper  tiekets  to  count  by, 

Hume's  vereion  of  tlie  doctrine  differed  in  a  slight  de- 
gree fi"om  Mr,  Attwoud's.  He  thunght  that  all  rommoditica 
would  not  riee  in  price  BtmnltaneonsJy,  and  that  some  per- 
BoiiB  therefore  would  obtain  a  real  gain,  by  getting  more 
money  for  what  they  hud  to  sell,  while  the  things  whicli 
they  wished  to  buy  might  not  yet  have  risen.  And  those 
who  would  reap  this  gain  would  always  be  (he  eeems  to 
think)  the  first  cornel's.  It  seems  obvious,  however,  tliat 
for  every  pci-son  who  thus  gains  more  than  usual,  there  is 
neeesfflarily  some  other  person  who  gains  lees.  The  loser,  if 
things  took  place  as  Hume  supposes,  would  be  the  seller  of 
the  coinmodilics  which  arc  slowest  to  rise ;  who,  by  the  sup- 
position, parts  with  hisi  gc.iiida  at  llie  old  prices,  to  purchasere 
who  have  already  benefited  by  the  new.  This  seller  haa 
obtained  for  his  colnniodity  only  the  accustomed  quantity 
of  money,  while  there  are  already  some  things  of  wliieh 
that  money  will  no  longer  jiurchase  as  much  as  before.  If, 
therefore,  he  knows  wliat  is  gning  on,  he  will  raise  his  price, 
and  then  the  buyer  will  not  have  the  gain,  which  is  sup- 
ported to  stimnlale  his  industry.  But  if,  on  the  contraiy, 
the  seller  does  not  know  the  state  of  the  case,  and  only  dis- 
covers it  when  he  finds,  in  laying  hia  money  <  it,  that  it 
does  uot  go  eo  far,  he  then  obtains  less  than  t    ;  ordinary 
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remuneration  for  his  labour  and  capital ;  and  if  the  other 
dcaler^ri  industry  is  encouraged,  it  should  seem  that  his 
musty  from  the  opposite  cause,  be  impaired. 

§  5.  Tliere  is  no  way  in  which  a  general  and  perma 
nent  rise  of  prices,  or  in  other  words,  depreciation  of  money, 
can  benefit  anybody,  except  at  the  expense  of  somebody 
else.  The  substitution  of  paper  for  metallic  currency  is  a 
national  gain  :  any  further  increase  of  pa|>er  beyond  this  is 
but  a  form  of  robbery. 

An  issue  of  notes  is  a  manifest  gain  to  the  issuers,  who, 
until  the  notes  are  returned  for  i)ayment,  obtain  the  use  of 
them  as  if  they  were  a  real  capital :  and  so  long  as  the  notes 
are  no  permanent  addition  to  the  cuiTency,  but  merely  su- 
pereede  gold  or  silver  to  the  same  amount,  the  gain  of  the 
issuer  is  a  loss  to  no  one;  it  is  obtained  by  saving  to  the 
community  the  expense  of  the  more  costly  material.  But 
if  there  is  no  gold  or  silver  to  be  superseded — if  the  notes 
are  a<lded  to  the  currency,  instead  of  being  substituted  for 
the  metallic  part  of  it — all  holders  of  currency  lose,  l>v  the 
depreciation  of  its  value,  the  exact  e<iuivalent  of  what  the 
issuer  gains.  A  tax  is  virtually  levie<l  on  them  tur  his  ben- 
efit. It  will  be  objected  by  some,  that  gains  are  al»o  ma<le 
by  the  producers  and  dealers  who,  by  means  «>f  the  in- 
creased issue,  are  acconmiodated  with  loans.  Theirs,  how- 
ever, is  not  an  additional  gain,  but  a  portion  of  that  which 
18  reaped  by  the  issuer  at  the  expense  of  all  jK>ssess«)rs  of 
money.  The  profits  arising  from  the  contribution  levied 
upon  the  public,  he  does  not  keep  to  him>elf,  but  divides 
with  hiB  customers. 

But  besides  the  benefit  reaped  by  the  issuers,  or  by 
others  through  them,  at  the  expense  of  tin*  public  generally, 
there  is  another  unjust  gain  obtained  by  a  larger  class, 
namely  by  those  who  are  under  fixe<l  pe<Miniary  obligations. 
An  such  persons  are  freed,  by  a  de}>reciation  (»f  the  curren- 
qr,  from  a  portion  of  the  burthen  of  their  debts  or  other  en- 
gagements: in  other  words,  ]>art  of  the  propc^rty  of  their 
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creditors  is  grahiitoualy  trmiafurred  to  them.  On  a  super- ' 
tidal  view  it  may  be  iinaj^iuL-d  that  this  is  an  advantage  to 
iudustry  ;  since  tlie  pniduclive  classes  are  great  borTowera, 
and  goiierally  owe  larger  debts  to  the  unjiroductive  (if  we 
iin:lude  among  the  latter  all  peraoiis  not  actually  in  busi- 
ncse)  titan  the  iinprodut^tive  classes  owe  to  theiu  ;  especially 
if  the  national  debt  be  included.  It  is  only  thus  that  a  gen- 
eral rise  of  prices  can  be  a  eourt'O  of  benefit  to  produc-ere 
and  dealers  ;  by  diminishing  the  pressure  of  tlieir  fixed  bur- 
tbeus.  And  this  might  bo  accounted  an  advantage,  if  in- 
tegrity and  good  faitli  were  of  no  iniportanee  to  the  world, 
and  to  industry  and  conimert'C  in  particuhir.  Not  many, 
however,  ba\e  been  found  to  say  tliat  tlie  currency  ought  to 
be  dcpreeiatefl  on  the  simple  ground  of  its  being  desirable 
to  rob  the  national  creditor  and  private  creditors  of  a  part 
of  what  ia  in  their  bund.  The  schemes  which  have  tended 
that  way  have  almost  always  had  some  appearance  of  Bi>e- 
cial  and  eircumslantial  justification,  such  as  the  necessity  of 
compensating  for  a  prior  injiiatieo  eomnutted  in  the  contrary 
direction. 

§  fi.  Thus  In  ETigbinil,  for  many  years  subsequent  to 
1S19,  it  was  pertinacionfily  coiilcmlcd,  that  a  large  portion 
of  the  notional  debt,  and  a  multitude  of  private  debts  still 
iu  existence,  were  contracted  lictween  1797  and  1819,  when 
the  Bunk  of  Knglaud  was  cxempteii  fnmi  giving  ca.sli  for 
its  notes ;  and  that  it  ia  gi-ossly  unjust  to  borrowers  (that  is, 
in  the  case  of  the  national  debt,  t(i  all  tax-payera)  that  they 
should  be  paying  interest  on  the  same  nominal  sums  in  a 
currency  of  full  value,  which  were  burrowed  in  a  depreciated 
one.  The  depreciation,  according  to  the  views  and  objects 
of  the  particular  M'ritor,  was  represented  to  have  averaged 
thirty,  fifty,  or  even  mure  than  fifty  per  cent:  and  the  con- 
clusion was,  that  either  we  oupht  (o  return  to  this  depreci- 
ated currency,  or  to  fitril;e  oif  from  ihe  national  debt,  and 
from  mortgages  or  other  private  debts  of  old  standing,  a 
percentage  corresponding  to  the  estimated  amount  of  tlie 
c/uf 'reflation. 
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To  tills  doctrine,  the  following  was  the  answer  usually 
made.  Granting  that,  by  returning  to  cash  i)avnients  with- 
out lowering  the  standard,  an  injustice  was  done  to  debtoi-s, 
in  holding  them  liable  for  the  same  amount  of  a  currency 
enhanced  in  v.iluc,  which  they  had  borrowed  while  it  was 
depreciated  ;  it  is  now  too  late  to  make  rei)aration  for  this 
injurj'.  Tlie  debtors  and  creditors  of  to-day  are  not  the 
debtors  and  creditors  of  181D  :  the  lapse  of  years  has  entire- 
ly altered  the  pecuniary  relations  of  the  community  ;  and  it 
being  impossible  now  to  ascertain  the  particular  ]»ersons 
who  were  either  benefited  or  injured,  to  attempt  to  retrace 
our  steps  would  be  not  redressing  a  wrong,  but  superadding 
a  second  act  of  wide-spread  injustice  to  the  one  already 
committed.  ITiis  argument  is  certainly  conclusive  on  the 
practic.ll  question  ;  but  it  plact^  the  honest  conclusion  on 
too  narrow  and  too  low  a  ground.  It  concedes  that  the 
measure  of  1819,  called  PeeFs  Bill,  by  which  cash  payments 
were  resumeil  at  the  original  standard  of  3/.  17«.  10.]^/.,  was 
really  the  injustice  it  was  said  to  be.  Tliis  is  an  admission 
wholly  opposed  to  the  tmtli.  I*arliament  had  no  alterna- 
tive ;  it  was  absolutely  bound  to  adhere  to  the  acknowl- 
e<lged  standard  ;  as  may  be  shown  on  three  distinct  grounds, 
two  of  fact,  and  one  of  principle. 

llie  reasons  of  fact  are  these.  In  the  first  place,  it  is  not 
trae  that  the  debts,  private  or  public,  incurred  during  the 
Bank  restriction,  were  contracted  in  a  currijncy  of  lower 
value  than  that  in  which  the  interest  is  now  paid.  It  is  in- 
deed tnie  that  the  suspension  of  the  obligation  to  pay  in 
specie,  did  put  it  in  the  power  of  the  l>ank  to  depreciate  the 
currency.  It  is  true  also  that  the  Bank  really  exen-iscd 
that  power,  though  to  a  far  less  extent  than  is  often  yvv- 
tended  ;  since  the  difference  between  th(j  market  ]»ri<M-  of 
gold  and  the  mint  valuation,  during  the  greater  i)art  of  the 
interval,  was  very  trifling,  and  when  it  was  greate^^t,  during 
the  last  five  years  of  the  war,  did  not  mu<h  exceed  thirty 
per  cent.  To  the  extent  of  tliat  difference,  the  currency 
depreciated,  that  is,  its  value  was  below  that  of  the 
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standard  to  wlikh  it  professed  to  adhere.  But  tbe  state  of 
Europe  at  tlmt  time  was  such — there  was  so  uDusual  an 
absorption  of  the  pret-ious  mctalsj  hy  Iioardiug,  aud  in  the 
niilitury  (.'licsts  of  the  vast  armies  whit-h  then  desolated  the 
Contiuent,  that  tlio  value  of  the  atandard  itself  was  very 
(■onaidcrably  raised  :  and  the  best  authorities,  among  whom 
it  is  sntiiLient  to  iiaiiiu  Mr.  Tookf,  have,  after  an  elaborate 
investigation,  satisfied  tlieniselves  that  the  difference  be- 
twec'n  paper  and  bullion  was  not  greater  than  the  enhanee- 
inont  in  value  of  gold  itself,  and  that  the  paper,  though  dt- 
preeiated  relatively  to  the  tlien  value  of  gold,  did  not  eink 
below  the  ordiujirv  value  at  other  times,  either  of  gold  or  of 
a  convertible  paper.  If  this  be  tmo  (and  the  evidences  of 
the  fact  are  conclusively  staled  iu  Mr.  Tuoke's  Blatory  of 
PriwK)  the  foiindation  of  the  whole  case  against  the  ftind- 
Iioldor  and  other  ercditoro  on  the  ground  of  depreciation  is 
subverted. 

But,  secondly,  even  if  the  euiToncy  had  really  been  low- 
ered in  vakte  at  each  peni)d  of  the  Bank  restriction,  in  the 
same  degree  in  whidi  it  was  depreciated  in  relation  to  it* 
standard,  we  nuisf  renieititier  that  a  part  only  of  the  na- 
tional debt,  or  of  other  pennanent  engagements,  was  in- 
curi'cd  during  the  Bank  restriction.  A  large  part  had  been 
contracted  befm-e  t(i)7;  a  still  lar;ger  during  the  earlv 
years  of  the  restriction,  when  the  dift'crenee  between  paper 
and  g.iM  was  yrt  suiall.  To  the  hoMcis  of  the  former  part, 
an  injury  was  done,  by  jiaying  the  interest  for  twenty-two 
years  in  a  depreciated  currency  :  those  of  the  seeond,  suf- 
fered an  injury  during  the  yeacs  in  which  the  interest  was 
piiiil  in  a  currency  more  dcprecinted  tlian  that  in  which  the 
loans  weix'  contrncled.  To  iiavo  resumed  cash  payments  at 
a  lower  standard  Would  have  been  to  ]ier]ietuate  the  injurj- 
t'l  these  tw'i  classes  of  creditors,  in  order  to  avoid  giving  au 
undue  benefit  to  a  third  class,  who  had  lent  their  money 
during  the  few  years'  of  greatest  depreciation.  As  it  is,  there 
was  an  uridcrjiayiuent  to  oneset  of  persons,  and  an  overpay- 
ment to  aiiiitiicr.     The  lute  Mr.  Mnshet  took  the  tronble  to 
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3  an  aritlimetical  comparison  between  the  two  amounts, 
kscertained  by  calculation,  that  if  an  account  had  been 
3  out  in  1819,  of  what  the  fundholders  had  gained  and 
by  tlie  variation  of  the  paper  currency  from  its  stand- 
they  would  have  been  found  as  a  body  to  have  been 
6 ;  so  that  if  any  compensation  was  due  on  the  ground 
epreciation,  it  would  not  be  fr(yfji  the  fundholders  col- 
vely,  but  to  them. 

?hus  it  is  with  the  facts  of  the  ease.  But  these  reasons 
ict  are  not  the  strongest.  There  is  a  reason  of  prin- 
,  ptill  more  powerful.  Suppose  that,  not  a  part  of  the 
merely,  but  the  whole,  had  been  contracted  in  a  depre- 
d  currency,  depreciated  not  only  in  comparison  with  its 
lard,  but  with  its  own  value  before  and  after ;  and  tliat 
irere  now  paying  the  interest  of  this  debt  in  a  currency 
or  even  a  hundred  per  cent  more  valuable  than  that 
'hich  it  was  contracted.  What  difference  would  this 
D  in  the  obligation  of  paying  it,  if  the  condition  that  it 
Id  be  so  paid  was  part  of  the  original  compact  ?  Now 
is  not  only  truth,  but  less  than  the  truth.  Tlie  compact 
ilated  better  terms  for  the  fundholder  than  he  has  re- 
^.  During  the  whole  continuance  of  the  Bank  restric- 
there  was  a  parliamentary  pledge,  by  which  the  legisla- 
was  as  much  Iwund  as  any  legislature  is  capable  of 
ing  itself,  that  cash  })ayment8  should  be  resumed  on  the 
nal  footing,  at  farthest  in  six  months  after  the  coiielu- 
of  a  general  peace.  This  was  therefore  an  actual  con- 
n  of  every  loan  ;  and  the  terms  of  the  loan  were  more 
arable  in  consideration  of  it.  Without  some  such  stipu- 
D,  the  Government  could  not  have  expected  to  borrow 
18  on  the  terms  on  which  loans  are  made  to  the  native 
ses  of  India.  If  it  had  been  undci-stood  and  avowed 
after  borrowing  the  money,  the  standard  at  which  it 
isompated  might  be  j)ermanently  lowered,  to  any  extent 
h  to  the  "  collective  wisdom  "  of  a  legislature  of  bor- 
n  might  seem  fit- who  can  say  what  rate  of  interest 
d  have  been  a  suf!icient  inducement  to  persons  of  com- 
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mon  6cnse  to  Ti^k  their  savmgs  in  sncli  an  adventure  ?  How- 
ever much  the  fundholdcrs  had  gained  by  the  resumption 
of  cash  payments,  tlie  terms  of  the  contract  insured  tlieir 
giving  ample  value  for  it.  Tlioy  gave  value  for  more  than 
tliey  rect-ivi?d;  siut-e  cash  payments  were  not  resumed  in 
six  months,  but  in  as  many  years,  after  tlie  peace.  So  lliat 
waiving  all  our  arguments  except  the  last,  and  conceding  all 
the  fbiL'tB  asserted  on  the  other  eide  of  the  question,  the  fund- 
holders,  instead  of  being  unduly  benefited,  arc  the  injured 
party ;  and  would  have  a  claim  of  compensation,  if  such 
claims  were  n<.it  very  properly  barred  by  the  impossibihtj 
of  adjudicatiiin,  and  by  the  salutary  general  maxim  of  law 
and  policy  "  quod  interest  reipublicte  ut  sit  finia  litium." 
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CHAPTER  XIV. 


OF    EXCESS    OF    SUPPLY. 


§  1.  Afteb  the  elementary  exposition  of  the  theory  of 
money  contained  in  the  last  few  eliapters,  we  shall  return  to 
a  question  in  the  general  theory  of  Value,  which  could  not 
be  satisfactorily  discussed  until  the  nature  and  operations 
of  Money  were  in  some  measure  understood,  because  the 
errors  against  which  we  have  to  contend  mainly  originate 
in  a  misunderstanding  of  those  operations. 

We  have  seen  that  the  value  of  everything  gravitates 
towards  a  certain  medium  point  (which  has  been  called  tlie 
Natural  Value),  namely,  that  at  which  it  exchanges  for 
every  other  thing  in  the  ratio  of  their  cost  of  production. 
We  have  seen,  too,  that  the  actual  or  market  value  coin- 
cides, or  nearly  so,  with  the  natural  value,  only  on  an  ave- 
rage of  years ;  and  is  continually  either  rising  above,  or 
falling  below  it,  from  alterations  in  the  demand,  or  casual 
fluctuations  in  the  supply  :  but  that  these  variations  correct 
themselves,  through  the  tendency  of  the  sui)ply  to  accom- 
modate itself  to  the  demand  which  exists  for  the  commodity 
at  its  natural  value.  A  general  convergence  thus  results 
from  the  balance  of  op[)08ite  divergences.  Dearth,  or  scanri- 
ty,  on  the  one  hand,  and  over-supply,  or,  in  mercantile  lan- 
guage, glut,  on  the  other,  are  incident  to  all  commodities. 
In  the  first  case,  the  commodity  affords  to  the  producers  or 
sellerSy  while  the  deficiency  lasts,  an  unusually  high  rate  of 
profit :  in  the  second,  the  supply  being  in  excess  of  that  for 
which  a  demand  exists  at  such  a  value  as  will  afford  the 
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ordinary  profit,  the  sellere  must  be  content  with  less,  and 
must,  ill  extremu  cases,  Bubiiiit  to  a  loss. 

liecause  tiiia  phenomenon  of  over-supply,  and  consequent 
inconvenience  or  loss  to  the  producer  or  dealer,  may  exist  in 
this  case  of  any  one  commodity  whatever,  many  perBous,  in- 
cluding souic  distinguished  ptilitiesil  economists,  have  thought 
thiit  it  may  exist  with  regard  to  all  commodities ;  that  there 
iiiiiy  lie  a  general  over-])  rod  net  ion  of  wealth ;  a  supply  of 
conmiodilie.s  in  tlie  ajjgregatc,  surpassing  the  demand  ;  and 
a  consequent  depressed  condition  of  ail  classes  of  producers. 
Against  this  doctrine,  of  which  Mr.  Malthus  and  Dr.  Chal- 
mers in  this  country,  and  M.  de  Sisinondi  on  the  Continent, 
were  the  chief  apostles,  I  have  idready  contended  in  the 
First  Rook  ;  *  init  it  was  not  possible,  in  that  stage  of  our 
inquiry,  to  enter  into  a  cmiipk'te  examination  of  an  error 
(as  I  conceive)  essentially  grounded  on  a  misunderstanding 
of  the  phenomena  of  Value  and  Price. 

The  doctrine  appears  to  me  to  involve  so  much  incon- 
sistency in  ila  very  conception,  that  I  feel  considerahle  diffi- 
culty in  giving  any  statement  of  it  which  shall  he  at  once 
clear,  and  satiatactory  to  its  supjiorters,  Tliey  agree  in  maiii- 
tainiug  that  there  may  he,  and  soTuetimes  is,  an  excess  of 
]irodnctions  in  general  beyiind  the  demand  for  them  ;  that 
wln-n  this  happens,  pnnhiiwrs  cannot  ho  found  at  prieea 
which  will  repay  the  e..st  of  iinnliiction  with  a  profit ;  that 
there  en>-ues  a  general  ilcjiression  of  price*  or  values  (they 
are  freldoni  ai-cnralc  in  discriminating  helwcen  the  two), 
so  that  producers,  the  more  they  jirodnce,  find  them- 
selves the  jKiorer,  instead  <pf  richer;  and  Dr.  Chalinere  ac- 
cordingly ineulcates  on  eapitalists  the  practice  of  a  moral 
restraint  in  refen'oce  tu  the  jmrsuil  of  gain;  while  Siamondi 
deprecates  macliiucry,  and  the  various  inventionB  which  in- 
crease produc-tive  ]iower.  They  both  maintain  that  aecnmu- 
Inliiin  of  cajiiltd  may  proceed  too  fast,  not  merely  for  the 
mor;d,  hut  for  the  niiiti'rial  interest  of  thoi-e  who  produce 

•  t^upm,  vol,  i.  p]>,  08—101. 
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md  accnmalate  ;  and  they  enjoin  the  rich  to  guard  against 
his  evil  by  an  ample  unproductive  consumption. 

§  2.  When  these  writers  speak  of  the  supply  of  com* 
nodities  as  outrunning  the  demand,  it  is  not  clear  which  of 
he  two  elements  of  demand  tliey  have  in  view — the  desire 
o  possess,  or  the  means  of  purchase ;  whether  their  mean- 
ng  is  that  there  are,  in  such  cases,  more  consumable  prod- 
icts  in  existence  than  the  public  desires  to  consume,  or 
nerely  more  than  it  is  able  to  pay  for.  In  this  uncertainty, 
t  is  necessary  to  examine  both  suppositions. 

First,  let  us  suppose  that  the  quantity  of  commodities 
)roduced  is  not  greater  than  the  community  would  be  glad 
o  consume :  is  it,  in  that  case,  possible  that  there  should 
)e  a  deficiency  of  demand  for  all  commodities,  for  want  of 
he  means  of  payment  ?  Those  who  think  so  cannot  have 
lonsidered  wliat  it  is  wliich  constitutes  the  means  of  pay- 
nent  for  commodities.  It  is  simply,  commodities.  Each 
)er8on's  means  of  paying  for  the  productions  of  other  peo- 
)le  consists  of  those  which  he  himself  possesses.  All  sellers 
ire  inevitably  and  ex  vi  termini  buyers.  Could  we  sudden- 
y  double  the  productive  powere  of  the  country,  we  should 
louhle  the  supply  of  commodities  in  every  market ;  but  we 
liould,  by  the  same  stroke,  double  the  purchasing  power. 
everybody  would  bring  a  double  demand  as  well  as  sup- 
>ly :  everybody  would  be  able  to  buy  twice  as  much,  be- 
inaae  every  one  would  have  twice  as  much  to  offer  in  ex- 
rliange.  It  is  i)robable,  indeed,  that  there  would  now  be  a 
nperflnity  of  certain  things.  Although  the  conmumity 
ronld  willingly  double  its  aggregate  consumption,  it  nuiy 
ilready  have  as  much  as  it  desires  of  some  commodities, 
\nd  it  may  prefer  to  do  more  than  double  its  consumption 
if  others,  or  to  exercise  its  increased  j>ur(hasing  j>ower  on 
iome  new  thing.  If  so,  the  sui)i>ly  will  adjipt  itself  accord- 
ugly,  and  the  values  of  things  will  continue  to  conform  to 
iheir  cost  of  production.  At  any  rate,  it  is  a  sheer  absurdity 
haA  all  things  should  fall  in  value,  and  that  all  producers 
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shouiJ,  ill  consoquenL-c,  lie  insiiffit;iently  roiiiuiierated.  K 
values  i-eitiaiii  tbt:  sauic,  what  becomes  of  prk-es  is  imiuate- 
rial,  sint'c  the  reLiiuiiL-ration  of  ]]raducer8  does  uot  depend 
on  how  much  money,  but  on  how  much  of  coiiaiiinable  arti- 
cles, they  obtain  for  their  guoda.  Besides,  money  is  a  com- 
modity ;  and  if  all  commoditits  are  supposed  to  be  doubled 
in  quantity,  we  must  suppose  money  to  be  doubled  too,  and 
tlieu  prii;c3  would  uo  nioi'e  tall  than  values  would. 

§  3.  A  general  over-supply,  or  excess  of  all  commod- 
ities above  the  dejnand,  so  far  as  demand  cuii.-i^ts  in  meaus 
of  payment,  is  thus  shown  to  be  an  imput-^ibility.  But  it 
may  ])crhiipa  be  supposed  that  it  is  nut  rlie  ability  to  pur- 
chase, Init  the  desire  to  possess,  that  falls  short,  and  that  the 
general  produce  of  industry  may  be  greater  than  the  com- 
munity dusircs  to  eunsume^lhe  part,  at  least,  of  the  com- 
munity which  has  an  etpiivalent  to  give.  It  is  evident 
enough,  that  produce  makes  a  market  for  produce,  and  that 
there  is  wealth  in  the  country  with  which  to  purchase  all 
the  wealth  in  the  eountiy  ;  hut  those  who  have  the  means, 
may  not  liavc  t!ie  wants,  and  those  who  have  the  wants  may 
be  without  the  means.  A  portion,  therefore,  of  the  com- 
modities produced  may  be  unable  to  find  a  market,  from 
the  absence  of  means  in  those  who  huve  the  desire  to 
consume,   anil   the  want  of  desire  in  thysc  who  have  the 

This  is  much  the  mofif  jihiur-ible  form  of  the  doctrine, 
and  docs  nut,  like  that  which  wc  first  examined,  involve  a 
contradiction.  Ilicrc  mny  euf-ily  be  a  greater  quantity  of 
iiny  particular  comnuidily  than  is  desired  by  those  who 
have  the  ability  to  purchase,  and  it  is  abstractedly  conceiv- 
able that  this  might  he  tiie  ease  with  all  commodities.  Tlie 
error  is  iu  not  iicrcciviiiw  that  though  all  who  have  an 
equivalent  to  give,  wirj/it  be  fully  provided  with  every  con- 
fiunndde  article  wliieli  they  desire,  the  fact  that  they  go  on 
adding  to  the  production  proves  that  this  is  not  actually  the 
L'ase.     As^ume  the  most  favourable  hypothesis  for  the  pur- 
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d  1  oommnnity,  every  member  of  which 

posfieeees  as  much  of  necesiiaries  and  of  all  known  luxuries 
a£i  he  detiircs :  and  since  it  is  not  conceivable  that  i)ers(>ns 
whose  wants  were  conii)letely  satisfied  would  labour  and 
economize  to  obtain  what  tht^'  did  not  desire,  8uj)pose  that 
a  foreigner  arrives,  and  produces  an  adilitional  quantity  of 
something  of  which  there  was  already  enough.  Here,  it 
will  be  said,  is  over-jiroduction  :  true,  I  reply ;  over-produc- 
tion of  that  particular  article :  the  conununity  wanted  no 
more  of  that,  but  it  wanted  something.  The  old  inhabit- 
ants, indeed,  wanted  nothing ;  but  did  not  the  foreigner  him- 
self want  something  ?  When  he  jiroduced  the  supei-fluous 
article,  was  lie  labouring  without  a  motive  ?  He  has  pro- 
lueed,  but  the  wrong  thing  instead  of  the  right.  He  want- 
ed, j>erhaps,  food,  and  has  i)roduced  watches,  with  wliich 
everybody  was  sufficiently  suj)j)lied.  Tlie  new  comer 
brought  with  him  into  the  country  a  demand  for  commod- 
ities, equal  to  all  that  he  could  [>roduce  by  his  industiy,  and 
it  was  his  Inisiness  to  see  that  the  suj)j)ly  he  brought  should 
be  suitable  to  that  demand.  If  he  c  uld  not  produce  some- 
thing capable  of  exciting  a  new  want  or  desire  in  the  com- 
munity, for  the  satisfaction  of  which  some  one  wou]<l  grow 
more  food  and  give  it  to  him  in  exchange,  he  had  the  alter- 
native of  growing  food  for  himself;  either  on  fresh  land,  if 
there  was  any  unoccupied,  or  as  a  tenant,  or  partner,  or 
stTvant,  of  some  former  occupier,  willing  to  be  partially  re- 
lieved from  labour.  He  has  produced  a  thing  not  wanted, 
instead  of  what  was  wanted  ;  and  he  himself,  iKThai)s,  is 
not  the  kind  of  prwlucer  who  is  wanted  ;  but  there  is  no 
over-production  ;  prmluction  is  not  excessive,  luit  merely  ill 
assorted.  We  saw  before,  that  wlnK*ver  brings  ad«litioiial 
commodities  to  the  market,  brings  an  additional  power  of 
pnrcliafie ;  we  now  see  that  he  brings  also  ah  additional  de- 
sire to  consume ;  since  if  he  had  not  that  desire,  he  would 
not  have  troubled  himsc»lf  to  produce.  Neither  of  the  ele- 
mentB  of  demand,  therefore,  can  be  wanting,  when  there  is 
an  additional  supply ;  though  it  is  perfectly  possildc  that 
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till?  demand  may  lie  for  one  thing,  and  the  supply  may  un- 
fortunately consist  of  another. 

Driven  to  his  last  retieat,  an  opponent  may  perhaps  »h 
lege,  that  there  are  persona  who  prodiuo  and  accumulate 
from  mere  habit ;  not  because  they  have  any  object  in 
growing  richer,  or  desire  to  add  in  any  respect  to  their  con- 
sumption, but  from  vie  in^r(i<E.  Tlicy  continue  producing 
because  the  machine  is  ready  monntcd,  and  save  and  re-in- 
vest their  savings  because  they  have  nothing  on  which 
they  care  to  expend  thorn.  I  gi'ant  that  this  is  possible, 
and  in  some  few  instances  probably  happens  ;  but  these  do 
not  in  the  slightest  dcgreo  atlect  our  conclusion.  For.  what 
do  these  persons  do  with  tln-ir  saWngs?  They  invest  tliem 
productively ;  that  is,  expend  them  in  employing  labour. 
In  other  words,  having  a  purchasing  power  belonging  to 
them,  more  than  they  know  what  to  do  with,  they  make 
over  the  surplus  of  it  for  the  general  benefit  of  the  labouring 
class.  Kow,  will  that  class  also  not  know  what  to  do  with 
't?  Are  we  to  suppose  that  they  too  have  their  wants  per- 
fectly satisfied,  and  go  on  labonring  from  mere  habit  3  Un- 
til this  is  the  case,  until  the  working  classes  have  also 
reached  the  point  of  Kntiety — there  will  be  no  want  of  de- 
mand for  the  produce  of  cajiital,  liowever  rapidly  it  may  ac- 
cuinuhitc :  since,  if  there  is  nothing  else  for  it  to  do,  it  can 
always  find  eui]doyinent  in  prodm'ing  the  necessaries  or  lux- 
uries of  the  labouring  class.  And  when  they  too  had  no 
further  desire  for  neccssariea  and  luxuries,  they  would  take 
the  bcncHt  of  any  further  increase  of  wages  by  diminishing 
their  work ;  so  that  the  over-production  which  then  for  the 
first  time  would  be  pot«ihlc  in  idea,  coidd  not  even  then  take 
place  in  fact,  for  want  of  lahourcrs.  Thus,  in  whatever 
manner  the  qncstion  is  looked  at,  even  though  we  go  to  the 
extrunic  vrrge  of  jinssihility  tu  invent  a  s'ipposition  favour 
iiMc  tn  it,  the  theory  of  general  over-production  implies  ar 
ahsur.lily. 

§  i.     What  then  ia  it  bv  which  men  who  have  reflectfid 
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luch  on  economical  phenomena,  and  have  even  contributed 
>  throw  new  h'ght  upon  tliem  hy  original  speculations, 
ave  been  led  to  embrace  so  irrational  a  doctrine?  I  con- 
eive  them  to  have  been  deceived  by  a  mistaken  interpreta- 
ion  of  certain  mercantile  facts.  They  imagined  that  the 
ossibility  of  a  general  over-supply  of  commodities  was 
roved  by  experience.  They  believed  that  they  saw  this 
henomenon  in  certain  conditions  of  the  markets,  the  true 
xplanation  of  which  is  totally  different. 

I  have  already  described  the  state  of  the  markets  for 
ommodities  which  accompanies  what  is  termed  a  commer- 
ial  crisis.  At  such  times  there  is  really  an  excess  of  all 
3mmodities  above  the  money  demand :  in  other  words, 
lere  is  an  under-supply  of  money.  From  the  sudden  anni- 
ilation  of  a  great  mass  of  credit,  every  one  dislikes  to  part 
'itli  ready  money,  and  many  are  anxious  to  procure  it  at 
ny  sacrifice.  Almost  everybody  therefore  is  a  seller,  and 
lere  are  scarcely  any  buyers :  so  that  there  may  really  be, 
lough  only  while  the  crisis  lasts,  an  extreme  depression  of 
eneral  prices,  from  what  mjiy  be  indiscriminately  called  a 
lat  of  commodities  or  a  dearth  of  money.  But  it  is  a  great 
rror  to  suppose,  with  Sismondi,  that  a  commercial  crisis  is 
le  effect  of  a  general  excess  of  production.  It  is  simply 
le  consequence  of  an  excess  of  speculative  purchases.  It  is 
ot  a  gradual  advent  of  low  prices,  but  a  sudden  recoil  from 
rices  extravagantly  high  :  its  immediate  cause  is  a  contruc- 
on  of  credit,  and  the  remedy  is,  not  a  diminution  of  sup- 
ly,  but  the  restoration  of  confidence.  It  is  also  evident 
lat  this  temporary  derangement  of  markets  is  an  evil  only 
ecanse  it  is  temporary.  Tlie  fall  being  solely  of  money 
rices,  if  prices  did  not  rise  again  no  dealer  would  lost*, 
;Dce  the  smaller  price  would  he  worth  as  much  to  him  as 
le  lai^r  price  was  before.  In  no  matter  does  this  phe- 
omenon  answer  to  the  description  which  these  celebrated 
sofioniistB  have  given  of  the  evil  of  over-production.  That 
ermanent  decline  in  the  circumstances  of  producers,  for 
^ant  of  markets,  which  those  writers  contemplate,  is  a  con- 
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ceptioii  to  which  tliu  nature  of  a  coiiimereiiil  crbis  givea  no 
sujiport. 

Tli(!  utiier  phenomenoii  from  wliidi  the  notion  of  a  gen- 
eral cxecsa  of  wealtli  and  stipcrfluity  of  acii-iiiniiliitiun  ^eeiue 
to  derive  countenance,  is  onu  of  a  more  pennaiient  nutnre, 
nauifly,  tho  fall  of  profits  and  interest  which  naturally  takes 
piat-e  with  the  progress  of  population  and  produc-tion.  TLe 
cause  of  this  decline  of  jiroHt  is  thu  increased  cost  of  main- 
taining lahonr,  which  resnits  from  an  increase  of  popuialion 
and  of  the  demand  for  food,  outstripping  the  advance  of 
agricultural  improvement.  This  important  feature  in  the 
economical  progress  of  nations  will  receive  full  considera- 
tion and  discu^ion  in  the  succeeding  Book.*  It  is  obvious- 
ly a  totally  dittcrent  thing  ironi  a  want  of  market  for  com- 
moditicB,  though  olten  confou:;dcd  with  it  in  thu  coniplainta 
of  fhc  producing  and  trading  classes.  The  true  intfqireta- 
tion  of  the  modem  or  pitsent  state  of  industrial  economy,  is, 
that  there  is  hartlly  any  anjount  of  business  wliieh  may  not 
be  done,  if  people  will  he  content  to  do  it  on  small  profits; 
and  this,  all  iictive  and  intelligent  periH)ns  in  business  per- 
fectly well  know :  hut  even  those  who  comply  with  the  neces- 
sities of  their  time,  grumble  at  what  Hicy  comply  with,  and 
wish  that  thcri.t  wore  le«s  capital,  or,  as  they  express  it,  less 
com]ietitiiin,  in  oiilcr  that  there  might  be  greater  profits. 
Low  ]]rofitht,  liowever,  are  a  different  thing  from  deficiency 
of  demand  ;  and  the  production  and  accumulation  which 
merely  reduce  pmlits,  cannot  be  called  excess  of  supply  or 
of  production.  What  the  ]ihenomcnon  really  is,  and  its 
effects  and  neceswary  limits,  will  be  seen  when  we  treat  ot 
that  esprcsr;  eidiject. 

I  know  not  nf  any  ceonoinieal  facts,  except  the  two  1 
have  specified,  wln<'ii  can  have  given  occasion  to  the  opin- 
ion that  a  general  over-production  of  commodities  ever  pre- 
sented ilself  in  actual  experience.  I  am  convinced  that 
there  U  no  fact  in  commercial  affairs,  which,  in  order  to  its 
explanation,  t^fands  in  need  of  that  chimerical  snppoeition. 
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he  point  is  fiindameiital ;  any  difference  of  opinion  on 
olves  radically  different  conceptions  of  Political  Econ- 
especially  in  its^  practical  aspect.  On  the  one  view, 
ave  only  to  consider  how  a  sufficient  production  may 
mbined  with  tlie  best  possible  distribution,  but  on  the 
there  iB  a  third  thing  to  be  considered — how  a  market 
)e  created  for  produce,  or  how  production  can  be  lim- 

0  tlie  capabilities  of  the  market.  Besides,  a  theory  so 
tially  self-contradictory  cannot  intrude  itself  without 
ing  confusion  into  the  very  heart  of  the  subject,  and 
rig  it  impossible  even  to  conceive  with  any  distinctness 
'  of  the  more  complicated  economical  workings  of  so- 

This  error  has  been,  I  conceive,  fatal  to  the  systems, 
items,  of  the  three  distinguished  economists  to  whom  I 
e  referred,  Malthus,  Chalmers,  and  Sismondi ;  all  of 

1  have  admirably  conceived  and  explained  several  of 
lementary  theorems  of  political  economy,  but  this  fatal 
>nception  has  spread  itself  like  a  veil  between  them 
the  more  difficult  portions  of  the  subject,  not  suffering 
ay  of  light  to  penetrate.  Still  more  is  the  same  con- 
idea  constantly  crossing  and  bewildering  the  specula- 
of  minds  inferior  to  theirs.  It  is  but  justice  to  two 
mi  names,  to  call  attention  to  the  fact,  that  the  merit 
ving  placed  this  most  important  pohit  in  its  true  light, 
gB  principally,  on  the  Continent,  to  the  judicious  J.  B. 
and  in  this  country  to  Mr.  Mill ;  who  (besides  the  con- 
''e  exposition  which  he  gave  of  the  subject  in  his  Ele- 
3  of  Political  Economy)  had  set  forth  the  (correct  doc- 
with  great  force  and  clearness  in  an  early  pamphlet, 
I  forth  by  a  temporary  controversy,  and  entitled, 
amerce  Defended  ; "  the  first  of  his  writings  which  at- 
]  any  celebrity,  and  which  he  prized  more  as  having 
hiB  first  introduction  to  the  friendship  of  David  Kicai- 
16  xuoft  valued  and  most  intimate  friendship  of  hifl  life. 
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CHAPTER  XV. 


OF   A   MEASURE   OF   VALUE. 


?5  1.  There  lias  been  miu-li  discussion  among  political 
ecoiioiuists  nspccting  a  Measure  of  A^alue.  An  importance 
has  heeii  attached  to  the  subject,  greater  than  it  deserved, 
and  what  has  been  written  respecting  it  lias  contributed  not 
a  little  tu  the  re}>ruaeli  of  logomachy,  which  is  brought, 
witli  much  exaggeration  but  not  altogether  without  ground, 
against  the  s})eculations  of  political  economists.  It  is  neccs- 
sarv  however  to  touch  u])on  the  subject,  if  only  to  show  how 
little  there  is  to  be  said  on  it. 

A  Measure  of  Value,  in  the  ordinary  sense  of  the  word 
measure,  would  mean,  something,  by  comparison  with  which 
we  may  ascertain  what  is  the  value  of  any  other  thing. 
AVIirii  wc  consider  farther,  that  value  itself  is  relative, 
Mild  tliat  two  things  are  necessary  to  constitute  it,  indepen- 
dently of  the  third  thing  which  is  to  measure  it;  we  may 
diliiie  a  Measure  of  Value  to  he  something,  by  comparing 
with  which  any  two  other  things,  we  may  infer  their  value 
ill  rehition  to  one  another. 

In  this  sense,  any  commodity  will  serve  as  a  measure  of 
value  at  a  gi\en  time  and  ])lace  ;  since  we  can  always  infer 
tlu'  pro]>oiii<)n  in  which  things  exchange  for  one  another, 
when  we  know  the  projx nation  in  which  each  exchanges  for 
anv  tliir<l  thinii;.  To  serve  as  a  C()nvenient  measure  of  value 
i>  t'lie  oi'  the  functions  of  the  commoditv  selected  as  a  me- 
diuni  nt*  (xehange.  Tt  is  in  that  commodity  that  the  values 
of  all  (»ther  things  are  habitually  estimated.     We  say  that 
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Ae  thing  is  worth  2l,j  another  31. ;  and  it  is  then  known 
ithoat  express  statement,  that  one  is  worth  two-thirds  of 
le  other,  or  that  the  things  exchange  for  one  another  in 
16  proportion  of  2  to  3.  Money  is  a  complete  measure  of 
icir  vahie. 

But  the  desideratum  sought  by  political  economists  is 
ot  a  measure  of  the  value  of  things  at  the  same  time  and 
lace,  but  a  measure  of  the  value  of  the  same  thing  at  dif- 
jrent  times  and  places:  something  by  comparison  with 
hich  it  may  be  known  whether  any  given  thing  is  of 
reater  or  less  value  now  than  a  century  ago,  or  in  this 
>untry  than  in  America  or  China.  And  for  this  also,  money, 
r  any  other  commodity,  will  serve  quite  as  well  as  at  the 
ime  time  and  place,  provided  we  can  obtain  the  same 
ata ;  provided  we  are  able  to  compare  with  the  measure 
ot  one  commodity  only,  but  the  two  or  more  which  are 
ecessary  to  the  idea  of  value.  If  wheat  is  now  408,  the 
aarter,  and  a  fat  sheep  the  same,  and  if  in  the  time  of 
[enry  the  Second  wheat  was  20«.,  and  a  sheep  10«.,  we 
now  that  a  quarter  of  wheat  was  then  worth  two  sheep, 
ad  is  now  only  worth  one,  and  that  the  value  therefore  of 
sheep,  estimated  in  wheat,  is  twice  as  great  as  it  was  then  ; 
aite  independently  of  the  value  of  money  at  the  two  peri- 
ils,  either  in  relation  to  those  two  articles  (in  respect  to  both 
f  which  we  suppose  it  to  have  fallen),  or  to  other  commod- 
ies,  in  respect  to  which  we  need  not  make  any  supposition. 

What  seems  to  be  desired,  however,  by  writers  on  the 
nbject,  is  some  means  of  ascertaining  the  value  of  a  com- 
lodity  by  merely  comparing  it  with  the  measure,  without 
Bferring  it  specially  to  any  other  given  commodity.  Tl)€»y 
ronid  wish  to  be  able,  from  the  mere  fact  that  wheat  is 
ow  40*.  the  quarter,  and  was  formerly  20^.,  to  decide 
rhether  wheat  has  varied  in  its  value,  and  in  what  degree, 
ritbont  selecting  a  second  commodity,  such  as  a  sheep,  to 
ompote  it  with  ;  because  they  are  not  desirous  of  knowing 
ow  mneh  wheat  has  varied  in  value  relatively  to  sheej), 
flit  liow  mach  it  has  varied  relatively  to  things  in  general. 
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The  first  ohBfacIe  arises  from  the  nei^eesary  indefiniteness 
of  till!  klL-a  of  gf iicral  exchange  value — value  in  relation  not 
to  Bome  one  conirnotlity,  but  to  commodities  at  large.  Even 
if  wc  knew  exairtly  how  much  a  quarter  of  wheat  would 
have  purchased  at  the  earlier  period,  of  evei-y  marketable 
artii^te  considered  Beparately,  and  that  it  will  now  purchase 
more  of  some  things  and  iess  of  othere,  we  should  often 
iiiid  it  impossible  to  say  whether  it  had  risen  or  fallen  in 
relation  to  things  in  general.  How  much  more  impossible 
when  we  only  know  how  it  has  varied  in  relation  to  the 
measure.  To  cuablc  tiie  money  price  of  a  thing  at  two  dif- 
ferent periods  to  measure  the  quantity  of  things  in  geueiiil 
which  it  will  exchange  for,  tlie  same  sum  of  money  must 
correspond  at  both  periofls  to  the  same  quantity  of  things  in 
general,  that  is,  money  must  always  have  the  same  exchange 
value,  the  same  general  purchasing  power.  Now,  not  only 
is  this  not  tnie.of  money,  or  of  any  otlier  eomniodity,  but 
we  cimnot  even  snppose  any  state  of  cireuinstances  in  which 
it  would  be  true. 

^  2.  A  ineaaure  of  exchange  vahie,  therefore,  being 
inijiossibic,  ^Titers  have  formed  a  notion  of  something, 
under  the  name  of  a  meaauro  of  value,  which  would  be 
more  property  termed  a  measure  of  coat  of  production. 
Thi-y  hiive  imagined  a  eoiiimodily  invariably  produced  by 
the  t^iiiiii'  tjuantity  of  Ial>our;  to  which  supposition  it  is 
iiwcwary  to  atld,  that  the  fixed  capital  employed  in  the  pro- 
diK'tiiJii  must  bear  always  the  same  pro]iortion  to  the  wages 
of  the  imniediiite  labour,  and  must  he  always  of  the  same 
diiridiilily  :  in  short,  the  same  capital  must  be  advanced  for 
the  same  Icjij^lh  of  lime,  so  that  the  element  of  value  which 
consists  of  proiils,  as  well  as  that  which  consists  of  wages, 
may  be  unchangeaiilc.  AVe  should  then  have  a  commodity 
alway-*  pn  id  need  under  one  and  the  same  combination  of  all 
llic  rii'fuiiihtanccri  which  aft'cet  iiermanent  value.  Such  a 
coniiiiudiiy  wilt  be  by  no  means  constant  in  its  exchange 
value;  fur  (even  without  reckoning  the  temporary  fluetna 
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lions  arising  from  supply  and  demand)  its  exchange  value 
would  be  altered  by  every  change  in  the  circumstances  of 
production  of  the  things  against  wliich  it  was  exchanged. 
But  if  there  existed  such  a  commodity,  we  should  derivo 
this  advantage  from  it,  that  whenever  any  other  thing 
varied  pennancntly  in  relation  to  it,  we  should  know  that 
the  cause  of  variation  was  not  in  it,  but  in  the  other  thing. 
It  would  thus  be  fitted  to  serve  as  a  measure,  not  indeed  of 
the  value  of  other  things,  but  of  their  cost  of  production. 
If  a  commodity  acquired  a  greater  permanent  purchasing 
power  in  relation  to  the  invariable  commodity,  its  cost  of 
production  must  have  become  greater ;  and  in  the  contrary 
case,  less.  Tliis  measure  of  cost,  is  what  political  economists 
have  generally  meant  by  a  measure  of  value. 

But  a  measure  of  cost,  though  perfectly  conceivable,  can 
no  more  exist  in  fact,  than  a  measure  of  exchange  value. 
There  is  no  commodity  which  is  invariable  in  its  cost  of 
production.  Gold  and  silver  are  the  least  variable,  but 
even  these  are  liable  to  changes  in  their  cost  of  production^ 
from  the  exhaustion  of  old  sources  of  supply,  the  discovery 
of  new,  and  improvements  in  the  mode  of  working.  If  we 
attempt  to  ascertain  the  changes  in  the  cost  of  production 
of  any  commodity  from  the  changes  in  its  money  price,  the 
conclusion  will  require  to  be  corrected  by  the  best  allow- 
ance we  can  make  for  the  intermediate  changes  in  the  cost 
of  the  production  of  money  itself. 

Adam  Smith  fancied  that  there  were  two  commodities 
peculiarly  fitted  to  serve  as  a  measure  of  value :  com,  and 
labour.  Of  com,  he  said  that  although  its  value  fluctuates 
much  from  year  to  year,  it  does  not  vary  greatly  from  cen- 
tury to  century.  This  we  now  know  to  be  an  error  :  corn 
tends  to  rise  in  cost  of  production  with  every  increase  of 
population,  and  to  fall  with  every  improvement  in  agricul- 
tnre,  either  in  the  country  itself,  or  in  any  foreign  country 
ftom  which  it  draws  a  ]K>rtion  of  its  8U]>plies.  The  sup- 
posed constancy  of  the  cost  of  the  production  of  corn  depends 
on  the  maintenance  of  a  complete  equipoise  between  these 
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antagonizing  forces,  an  eqnipoise  wliidi,  if  ever  realized, 
can  only  be  aw^deiital.  With  respect  to  labour  as  a  meae- 
nrc  of  value,  the  language  of  Adam  Smith  is  not  umform. 
ITu  eomt'timea  speakfi  of  it  as  a  good  niL-Jiaui'e  only  for  short 
jieriods,  saying  tliat  the  value  of  labour  (or  wages)  does  not 
\-ary  iiineh  from  year  to  year,  though  it  does  from  genera- 
tion to  generation.  On  otiiei-  oceaaions  lie  speake  a:?  if  la- 
hour  were  intrinsirally  the  most  proper  measure  of  value, 
on  the  ground  that  otic  day's  ordinary  muBPular  exertion  of 
one  man,  may  liu  looked  upon  as  always,  to  him,  the  same 
amount  of  effort  or  aacrifice.  But  this  proposition,  whether 
in  ttsL'lf  admissible  or  not,  discards  the  idea  of  exchange 
value  altogether,  substituting  a  totally  different  idua,  more 
analogous  to  value  in  use.  If  a  day's  laljour  will  purchase 
in  America  twice  as  nmch  of  ordinary  consumable  articles 
as  in  England,  it  seems  a  vain  subtlety  to  insist  on  saying 
that  lahonr  is  of  the  siimi'  value  in  both  countries,  and  that 
it  is  the  value  of  the  other  things,  which  is  different.  La- 
bour, iu  this  case,  may  be  cf)rreclly  said  to  lie  twice  as  val- 
uable, both  in  the  market  ami  lo  the  labourer  liimself,  in 
America  as  in  England. 

If  the  object  were  to  obtain  an  approximate  measure  by 
which  to  estimate  value  iu  use.  perhaps  nothing  better  could 
be  ("hofecn  than  one  day's  subsistence  of  an  average  man, 
rcckoued  in  the  ordinary  food  consumed  by  the  class  of  nn- 
skilii-d  labourers.  If  in  AnU'rit-a  a  pound  of  maize  flour  will 
support  a  labiuirin.iT  man  for  a  day,  a  thing  migiit  be  deeme<l 
more  or  less  valuidilc  in  proportion  to  the  number  of  pounds 
of  maize  flonr  it  exclianged  for.  If  one  thing,  either  by  it- 
self or  by  wlial  it  w<in]d  purchase,  could  maintain  a  labour- 
ing man  for  a  day,  and  another  could  maintain  him  for  a 
week,  there  would  be  some  reason  iu  saying  that  the  one 
was  worth,  lur  ordinary  hnmun  uses,  seven  times  as  niueh 
as  the  other.  But  this  wonhi  not  measure  the  worth  of  the 
thing  lo  its  possessor  for  his  own  purposes,  which  might  be 
greater  to  any  amonut,  tlumgh  it  could  not  be  leas,  than  the 
worth  of  the  food  which  tlie  tiling  would  purchase. 
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The  idea  of  a  Measure  of  Value  must  not  be  confounded 
with  the  idea  of  the  regulator,  or  determining  principle,  of 
value.  When  it  is  said  by  Kicardo  and  others,  that  the 
value  of  a  thing  is  regulated  by  quantity  of  labour,  they  do 
not  mean  the  quantity  of  labour  for  which  the  thing  will 
exchange,  but  the  quantity  required  for  producing  it.  This, 
they  mean  to  affirm,  determines  its  value ;  causes  it  to  be  of 
the  value  it  is,  and  of  no  other.  But  when  Adam  Smith 
and  Malthus  say  that  labour  is  a  measure  of  value,  they  do 
not  mean  the  labour  by  which  the  thing  was  or  can  be 
made,  but  the  quantity  of  labour  which  it  will  exchange 
for,  or  purchase ;  in  other  words,  the  value  of  the  thing,  es- 
timated in  labour.  And  they  do  not  mean  that  this  regulates 
the  general  exchange  value  of  the  thing,  or  has  any  effect 
in  determining  what  tiiat  value  shall  be,  but  only  ascertains 
what  it  is,  and  whether  and  how  much  it  varies  from  time 
to  time  and  from  place  to  place.  To  confound  these  two 
ideas,  would  be  much  the  same  thing  as  to  overlook  the 
distinction  between  the  thermometer  and  the  fire. 


CHAPTER  XVI. 

OF  SOME  PECULIAR  CASES  OF  VALUE. 

§  1.  The  general  laws  of  value,  in  all  the  more  : 
tant  cases  of  the  interchange  of  commodites  in  th< 
country,  have  now  been  investigated.  We  examined 
the  case  of  monopoly,  in  which  the  value  is  determii 
either  a  natural  or  an  artificial  limitation  of  quantit; 
is,  by  demand  and  supply  :  secondly,  the  case  of  fre< 
petition,  when  the  article  can  be  produced  in  ind 
quantity  at  the  same  cost ;  in  which  case  the  pern 
value  is  determined  by  the  cost  of  production,  and  oi 
fluctuations  by  supply  and  deiiiand :  thirdly,  a  mixe 
that  of  the  articles  which  can  be  produced  in  ind 
quantity,  but  not  at  the  same  cost ;  in  which  case  tl 
manent  value  is  determined  by  the  greatest  cost  whic' 
necessary  to  incur  in  order  to  obtain  the  required  s 
And  lastly,  we  have  found  that  money  itself  is  a  comi 
of  the  third  class ;  that  its  value,  in  a  state  of  freed 
governed  by  the  same  laws  as  the  values  of  other  coi 
ities  of  its  class ;  and  that  prices,  therefore,  follow  the 
laws  as  values. 

From  this  it  appears  that  demand  and  supply  gov( 
fluctuations  of  values  and  prices  in  all  cases,  and  the  ] 
nent  values  and  prices  of  all  things  of  which  the  su] 
determined  by  any  agency  other  than  that  of  free  co 
tion  :  but  that,  under  the  regime  of  competition,  thin, 
on  the  average,  exchanged  for  each  other  at  such  valu< 
sold  at  such  prices,  as  afford  equal  expectation  of  advi 
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to  all  classes  of  producers  ;  which  can  only  be  when  things 
exchange  for  one  another  in  the  ratio  of  their  cost  of  pro- 
duction. 

It  is  now,  however,  necessary  to  take  notice  of  certain 
cases,  to  which,  from  their  peculiar  nature,  this  law  of  ex- 
change value  is  inapplicable. 

It  sometimes  happens  that  two  diflferent  commodities 
have  what  may  be  termed  a  joint  cost  of  production.  They 
are  both  products  of  the  same  operation,  or  set  of  oi)erations, 
and  the  outlay  is  incurred  for  the  sake  of  both  together,  not 
part  for  one  and  part  for  the  other.  Tlie  same  outlay  would 
have  to  be  incurred  for  either  of  the  two,  if  the  other  were 
not  wanted  or  used  at  all.  There  are  not  a  few  instances 
of  commodities  thus  associated  in  their  production.  For 
example,  coke  and  coal-gas  are  both  produced  from  the  same 
material,  and  by  the  same  operation.  In  a  more  partial 
sense,  mutton  and  wool  are  an  example :  beef,  hides,  and 
tallow :  calves  and  dairy  produce :  chickens  and  eggs.  Cost 
of  production  can  have  nothing  to  do  with  deciding  the 
value  of  the  associated  commodities  relatively  to  each  other. 
It  only  decides  their  joint  value.  The  gas  and  tlie  coke  to- 
gether have  to  repay  the  expenses  of  their  i)roduction,  with 
the  ordinary  profit.  To  do  this,  a  given  quantity  of  gas,  to- 
gether with  the  coke  which  is  the  residuum  of  its  manufac- 
tiire,  must  exchange  for  other  things  in  the  ratio  of  their 
jomt  cost  of  production.  But  how  much  of  the  remunera- 
tiou  of  the  producer  shall  be  derived  from  the  coke,  and 
"ow  much  from  the  gas,  remains  to  be  decided.  Cost  of 
Production  does  not  determine  their  prices,  but  the  sum  of 
their  prices.  A  principle  is  wanting  to  apportion  the  ex- 
penses of  production  between  the  two. 

Since  cost  of  production  here  fails  us,  we  must  revert  to 
•  law  of  value  anterior  to  cost  of  production,  and  more 
'^damental,  the  law  of  demand  and  supply.  Tlie  law  is, 
^t  the  demand  for  a  commodity  varies  with  its  value,  and 
^"*t  the  value  adjusts  itself  so  that  the  demand  shall  be 
®Qnal  to  the  supply.  This  supplies  the  principle  of  reparti- 
ticn  whi"h  we  are  in  quest  of. 


CHAPTER  XVI. 

OF   SOME   PECULIAR   CASES  OF  VALUE. 

§  1.  Tin:  <!:eiieral  laws  of  value,  in  all  the  more  impor- 
tant cases  of  tlie  interclianoce  of  coramodites  in  the  same 
eountry,  have  now  been  investigated.  We  examined,  first, 
tlie  ease  of  monopoly,  in  which  the  value  is  determined  by 
eitlier  a  natural  or  an  artificial  limitation  of  quantity,  that 
is,  l>y  demand  and  supply  :  secondly,  the  case  of  free  com- 
petition, when  the  article  can  be  produced  in  indefinite 
(piaiitity  at  the  same  cost;  in  which  case  the  permanent 
value  is  detei-mined  by  the  cost  of  production,  and  only  the 
lliictnations  by  suj>ply  and  demand  :  thirdly,  a  mixed  case, 
that  of  the  articles  which  can  be  produced  in  indefinite 
quantity,  but  not  at  tlie  same  cost ;  in  which  case  the  per- 
manent value  is  determined  bv  the  ":reatest  cost  which  it  is 
necessai'v  t<j  incur  in  order  to  obtain  the  required  supply. 
An<l  lastlv,  we  liave  found  that  nionev  itself  is  a  commodity 
of  the  third  class;  that  its  value,  in  a  state  of  freedom,  is 
governed  by  the  same  laws  as  the  values  of  other  commod- 
ities of  its  class  ;  and  that  prices,  therefore,  follow  the  same 
laws  as  values. 

From  tills  it  appears  that  demand  and  supply  govern  the 
tluctuatioTis  of  values  and  pric(^s  in  all  cases,  and  the  perma- 
nent values  and  prices  of  all  thinirs  of  which  the  supply  is 
(jetenniuetl  ])v  anv  aireiicv  other  than  that  of  free  competi- 
tinii  :  ]»ut  tli.Mt.  under  the  regime  of  competition,  things  are, 
on  tlie  avcraire,  exehang(Ml  for  each  other  at  such  values,  and 
sold  at  >\.U'\\  prices,  as  atl'ord  equal  expectation  of  advantage 
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to  all  clawes  of  producers ;  which  can  only  be  when  things 
exchange  for  one  another  in  tlie  ratio  of  their  cost  of  pro- 
duction. T 

It  is  now,  however,  necessary  to  take  notice  of  certain 
cases,  to  which,  from  their  peculiar  nature,  this  law  of  ex- 
change value  is  inapplicable. 

It  sometimes  happens  that  two  diflferent  commodities 
have  what  may  be  termed  a  joint  cost  of  i)roduction.  Tliey 
are  both  products  of  the  same  operation,  or  set  of  operations, 
and  the  outlay  is  incurred  for  the  sake  of  both  together,  not 
part  for  one  and  part  for  the  other.  Tlie  same  outlay  would 
have  to  be  incurred  for  either  of  the  two,  if  the  other  were 
not  wanted  or  used  at  all.  There  are  not  a  few  instances 
of  commodities  tlius  associated  in  their  production.  For 
example,  coke  and  coal-gas  arc  both  produced  from  the  same 
material,  and  by  the  same  operation.  In  a  more  partial 
sense,  mutton  and  wool  are  an  example :  beef,  hides,  and 
tallow  :  calves  and  dairy  produce :  chickens  and  eggs.  Cost 
of  production  can  have  nothing  to  do  with  deciding  the 
value  of  the  associated  commodities  relatively  to  each  other. 
It  only  decides  their  joint  value.  The  gas  and  tlie  coke  to- 
gether have  to  repay  the  expenses  of  their  production,  with 
the  ordinary  profit.  To  do  this,  a  given  quantity  of  gas,  to- 
gether with  the  coke  which  is  the  residuum  of  its  manufac- 
ture, must  exchange  for  other  things  in  the  ratio  of  their 
joint  cost  of  production.  But  how  much  of  the  remunera- 
tiou  of  the  producer  shall  be  derived  from  the  coke,  and 
how  much  from  the  gas,  remains  to  be  decided.  Cost  of 
production  does  not  determine  their  prices,  but  the  sum  of 
their  prices.  A  principle  is  wanting  to  apportion  the  ex- 
penses of  production  between  the  two. 

Since  cost  of  production  here  fails  us,  we  must  revert  to 
a  Imw  of  value  anterior  to  cost  of  production,  and  more 
ftindftinental,  the  law  of  demand  and  supply.  Tlie  law  is, 
thmt  the  demand  for  a  commoditv  varies  with  its  value,  and 
that  the  value  adjusts  itself  so  that  the  demand  shall  be 
eqnal  to  the  supply.  This  supplies  the  principle  of  reparti- 
tion whiirh  we  are  in  quest  of. 


-'■*  ^ " 
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Suppose  that  a  certain  quantity  of  gas  is  produced  and 
eold  at  a  certain  price,  and  tliut  the  residuum  of  coke  is 
offered  Ht  ft  price  wliieh,  together  with  that  of  the  gas,  re- 
pays the  expenses  witli  the  ordinary  rate  of  profit.  Sup- 
pose, loo,  that  at  tlic  price  put  upon  the  gas  and  cote  re- 
BpectiveJy,  the  wlifile  of  the  gas  tinds  an  easy  market, 
without  either  surphis  or  deficiency,  hut  tliat  pnrcliasere 
cannot  he  found  for  all  the  coke  correspouding  to  it.  The 
coke  will  be  ottered  at  a  lower  price  in  order  to  force  a 
.market.  But  tliis  lower  price,  together  with  tlie  price  of  the 
gas,  will  not  he  remunerating :  the  manufacture,  as  a  whole, 
will  not  pay  its  cxpcuses  with  the  ordinary  profit,  and  will 
not,  on  those  tenuK,  continue  to  he  earned  on.  The  gaa, 
therefore,  must  he  sold  at  a  higher  price,  to  make  up  for  the 
deficiency  on  the  coke.  The  ih^maud  cont-equeiilly  contract- 
ing, the  production  will  to  somewhat  reduced;  and  |irice8 
will  become  stationary  wlien,  by  the  joint  effect  of  the  rise 
of  gns  and  the  fall  of  coke,  so  much  let^s  of  the  fii-at  is  sold, 
anil  so  mui'h  more  of  the  second,  that  there  is  now  a  market 
for  all  tlic  coke  which  results  from  the  existing  extent  of  the 
ga»  mauufaeture. 

Or  Bupjiose  the  reverse  ease;  that  more  coke  is  wanted 
at  the  ]>rcRent  prices,  than  can  be  supiilicd  by  the  operations 
required  hy  the  existing  demand  for  gas.  Coke,  being  now 
in  deficiency,  will  rise  in  price.  Tlie  whole  operation  will 
yield  more  ihiiu  the  usual  rate  of  profit,  and  additional  cap- 
ital will  he  alfracleil  to  the  iiiaiiufacturc.  The  unsatisfied 
demand  for  coke  will  lie  siiiqilicd  ;  hut  this  cannot  be  done 
■without  iucrcabirig  the  supply  of  gas  too  ;  and  as  the  exist- 
ing demand  was  fully  auppliwl  already,  an  increased  quan- 
tity can  only  find  a  market  hy  lowering  the  price.  The 
result  will  he  ihat  the  two  together  will  yield  the  return 
required  liy  their  joint  ost  of  production,  but  that  more  of 
this  rcfarn  thati  hcH.ri' will  be  funiisheil  hy  the  coke,  and 
lets  hy  the  gas.  Kqtiillhrium  will  be  atlained  when  the  de- 
mand for  eacti  arliclc  fits  so  well  with  the  demand  for  the 
other,  that  the  quantity  required  of  each  is  exactly  ae  DiQcb 
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as  18  generated  in  producing  tlie  quantity  required  of  the 
other.  If  there  is  any  surphis  or  deficicn(»y  on  either  side  ; 
if  there  is  a  demand  for  coke,  and  not  a  demand  for  all  the 
gas  produced  along  with  it,  or  vice  versa  y  the  vahies  and 
prices  of  the  two  things  will  so  readjust  themselves  that 
both  shall  find  a  market. 

When,  therefore,  two  or  more  commodities  have  a  joint 
cost  of  production,  their  natural  values  relatively  to  each 
other  are  those  which  will  create  a  demand  for  each,  in  the 
ratio  of  the  quantities  in  which  they  are  sent  forth  by  the 
productive  process.  This  theorem  is  not  in  itself  of  any 
great  importance  :  but  the  illustration  it  affoitls  of  the  law 
of  demand,  and  of  the  mode  in  which,  when  cost  of  produc- 
tion fails  to  be  applicable,  the  other  principle  steps  in  to 
supply  the  vacancy,  is  worthy  of  particular  attention,  as  we 
shall  find  in  the  next  chapter  but  one  that  something  very 
similar  takes  place  in  cases  of  umch  greater  moment. 

§  2,  Another  case  of  value  which  merits  attention,  is 
that  of  the  different  kinds  of  agricultural  produce.  This  is 
i-ather  a  more  complex  question  than  the  last,  and  requires 
that  attention  should  be  paid  to  a  greater  number  of  in- 
fluencing circumstances. 

The  case  would  present  nothing  peculiar,  if  different 
agricultural  products  were  either  grown  indiscriminately 
and  with  equal  advantage  on  the  same  soils,  or  wholly  on 
different  soils.  The  difficulty  arises  from  two  things  :  first, 
that  most  soils  are  fitter  for  one  kind  of  produce  than  an- 
other, without  being  absolutely  unfit  for  any  ;  and  secondly, 
the  rotation  of  crops. 

For  simplicity,  we  will  confine  our  supposition  to  two 
kinds  of  agricultural  produce  ;  for  instance,  wheat  and  oats. 
If  all  soils  were  equally  adapted  for  wheat  and  for  oats,  both 
would  be  grown  indiscriminately  on  all  soils,  and  their  rela- 
tive coat  of  production,  being  the  same  everywhere,  would 
govern  their  relative  value.  If  the  same  labour  which 
growB  three  quarters  of  wheat  on  any  given  soil,  would  al 
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wiiys  grow  on  that  soil  five  quarters  of  oats,  the  three  and 
tlie  five  quarters  would  be  of  the  same  value.  If,  again, 
wheat  and  oats  ciniid  not  he  grown  oii  the  eame  soil  at  all, 
the  value  of  eiidi  would  he  determined  by  its  peculiar  cost 
of  production  on  the  least  favourable  of  the  soils  adapted  for 
it  which  the  existing  demand  required  a  recourse  to.  The 
fact,  however,  is  that  both  wheat  and  oats  can  be  grown  on 
almost  anj-  soil  which  is  capable  of  producing  either :  bnt 
some  soils,  such  as  the  Btiff  clays,  are  better  adapted  for 
wheat,  while  others  (the  light  sandy  soils)  are  more  suitable 
for  onts.  Tliere  might  be  some  soils  which  would  yield,  to 
the  same  quantity  of  labour,  only  four  quarters  of  oats  lo 
three  of  wheat ;  othei-s  perhaps  less  than  three  of  wheat  to 
five  quarters  of  oats.  Among  these  diversities,  wliat  deter 
minesi  the  relative  value  of  the  two  things? 

It  is  evident  that  each  grain  will  be  cultivated  in  pref- 
erence, on  the  soils  which  are  better  adapted  for  it  than  for 
the  other  ;  and  if  the  demand  is  supplied  from  these  alone, 
the  values  of  t!ie  two  grains  will  have  no  reference  to  one 
another.  But  ivlieii  the  demand  for  both  is  sucli  as  to  re- 
quire that  t-ach  slioulil  be  grown  not  only  on  the  soils  pecu- 
liarly titted  fi>r  it,  hut  on  the  medium  soils  which,  without 
being  specifically  adapted  to  either,  are  about  equally  suited 
for  both,  the  cost  of  production  on  tliose  medium  soils  will 
dcteriiiine  the  relative  value  of  the  two  grains;  while  the 
rent  of  the  soils  specifically  adapted  to  each,  will  be  regu- 
lated by  their  profluctive  i>ower,  considered  witli  reference 
to  that  one  alone  to  which  they  are  peculiarly  applicable. 
Thus  far  the  question  presents  no  ditRculty,  to  any  one  to 
whom  the  genera!  jirineipics  of  v.iluc  are  familiar. 

It  may  happen,  however,  that  the  demand  for  one  of  the 
two,  as  for  exani]>Ie  wheat,  may  so  outstrip  the  demand  for 
the  other,  as  not  only  to  occupy  the  soils  specially  suited  for 
wheal,  but  to  engross  entirely  those  equally  suitable  to  both, 
aud  e^■cTl  encroai-h  npim  those  which  are  better  adapted  ffl 
oafs.  To  create  an  inducement  f<ir  this  unequal  apportion' 
ment  of  the  cultivation,  wheat  must  be  relatively  dearer, 
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and  oats  cheaper,  tlian  according  to  the  cost  of  their  produc- 
tion on  the  medium  land.  Tlieir  relative  value  must  be  in 
proportion  to  the  cost  on  that  quality  of  land,  whatever  it 
may  be,  on  which  the  comjikarative  demand  for  the  two 
grains  requires  tliat  both  of  them  should  be  grown.  If, 
from  the  state  of  the  demand,  the  two  cultivations  meet  on 
land  more  favourable  to  one  than  to  the  other,  that  one  will 
be  cheaper  and  the  other  dearer,  in  relation  to  each  other 
and  to  things  in  general,  than  if  the  proportional  demand 
were  as  we  at  first  supposed. 

Here,  then,  we  obtain  a  fresh  illustration,  in  a  somewhat 
different  manner,  of  the  operation  of  demand,  not  as  an 
occasional  disturber  of  value,  but  as  a  permanent  regulator 
of  it,  conjoined  with,  or  supplementary  to,  cost  of  pro- 
duction. 

The  case  of  rotation  of  crops  does  not  require  separate 
analysis,  being  a  case  of  joint  cost  of  production,  like  that 
of  gas  and  coke.  If  it  were  the  practice  to  grow  white  and 
green  crops  on  all  lands  in  alternate  years,  the  one  being 
necessary  as  much  for  the  sake  of  the  other  as  for  its  own 
sake ;  the  farmer  would  derive  his  remuneration  for  two 
years'  expenses  from  one  white  and  one  green  crop,  and  the 
prices  of  the  two  would  so  adjust  themselves  as  to  create  a 
demand  which  would  carry  off  an  equal  breadth  of  white 
and  of  green  crops. 

There  would  be  little  diflSculty  in  finding  other  anoma- 
lous cases  of  value,  which  it  might  be  a  useful  exercise  to  rc' 
solve :  but  it  is  neither  desirable  nor  i>ossible,  in  a  work  like 
the  present,  to  enter  more  into  details  than  is  necessary  for 
the  elucidation  of  principles.  I  now  therefore  proceed  to  the 
only  part  of  the  general  theory  of  exchange  which  has  not 
yet  been  touched  upon,  that  of  International  Exchanges,  or 
to  speak  more  generally,  exchanges  between  distant  places. 


CHAPTER  XVII. 


OF   INTERNATIONAL   TRADE. 


j$  1.  TiiK  causes  wliicli  occasion  a  commodity  to  be 
brouirlit  trom  a  distjince,  instead  of  being  produced,  as  con- 
venicMce  would  seem  to  dictate,  as  near  as  possible  to  the 
market  wliere  it  is  to  be  sold  for  consunij)tion,  are  usually 
conceived  in  a  ratlier  superficial  manner.  Some  things  it  is 
plivsically  impossible  to  produce,  except  in  particular  cir- 
cumstances ot*  heat,  soil,  water,  or  atmosphere.  But  there 
are  many  tliinu's  wliicli,  though  they  could  be  produced  at 
home  without  dithcnltv,  and  in  any  quantitv,  are  vet  im- 
ported  from  a  distance.  The  explanation  wdiich  would  be 
popularly  given  of  this  wouhl  be,  that  it  is  cheaper  to  ira- 
]>ort  than  to  produce  them  :  and  this  is  the  true  reason. 
Ihit  this  reason  itself  rerpures  that  a  reason  be  given  for  it. 
( )t'  two  tliiii-s  produced  in  the  same  place,  if  one  is  cheaper 
tliati  tile  otlitr,  the  riMson  is  that  it  can  be  produced  with 
les-  labour  and  ejijMtal,  or,  in  a  word,  at  less  cost.  Is  this 
al><>  the  reason  as  between  things  produced  in  different 
places  (  Are  things  never  impoi'ted  but  from  places  wdiere 
they  <'an  be  ]u-oduced  with  less  labour  (or  less  of  the  other 
element  of  cost,  time)  than  in  the  ]>lace  to  which  they  are 
br(»ug]it  (  Does  the  law,  that  ])ei*manent  value  is  propor- 
tioiicd  to  cdst  (»f  j>i"o(lu<-tion,  hold  goo<l  l)etween  commodities 
]>r. MJuccd  in  di-taiit  places,  as  it  does  between  those  pro- 
diu-t'd  in  adjacent  ]»laces  ( 

We  shall  Hiid  that  it  does  not.  A  thiuir  niav  sometimes 
be  sold   eheape-t.  by  being  ])roduce(l  in  some  other  place 
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than  that  at  which  it  can  bo  produced  with  tlie  smallest 
amoont  of  labour  and  abstinence.  England  might  import 
com  from  Poland  and  pay  for  it  in  cloth,  even  though  Eng- 
land had  a  decided  advantage  over  Poland  in  the  produc- 
tion of  both  the  one  and  the  other.  England  might  send  cot- 
tons to  Portugal  in  exchange  for  wine,  although  Portugal 
might  be  able  to  produce  cottons  with  a  less  amount  of 
lab4.>ur  and  capital  than  England  could. 

This  could  not  happen  between  adjacent  places.  If 
the  north  bank  of  the  Thames  possessed  an  advantage  over 
the  south  bank  in  the  production  of  shoes,  no  shoes  would 
be  produced  on  the  south  side ;  the  shoemakers  would  re- 
move themselves  and  their  capitals  to  the  north  bank,  or 
would  have  established  themselves  there  originally ;  for, 
being  competitors  in  the  same  market  with  those  on  the 
north  side,  they  could  not  compensate  themselves  for  their 
disadvantage  at  the  expense  of  the  consumer :  the  amount 
of  it  would  fall  entirely  on  their  profits ;  and  they  would 
not  long  content  themselves  with  a  smaller  profit,  when,  by 
Bimply  crossing  a  river,  they  could  increase  it.  But  between 
distant  places,  and  especially  between  different  countries, 
profits  may  continue  different ;  because  persons  do  not  usu- 
ally remove  themselves  or  their  capitals  to  a  distant  place, 
without  a  very  strong  motive.  If  capital  removed  to  remote 
parts  of  the  world  as  readily,  and  for  as  small  an  induce- 
ment, as  it  moves  to  another  quarter  of  the  same  town  ;  if 
people  would  transport  their  manufactories  to  America  or 
China  whenever  they  could  save  a  small  percenta«?e  in  their 
expenses  by  it ;  profits  would  be  alike  (or  equivalent)  all  over 
the  world,  and  all  things  would  be  ])roduced  in  the  places 
where  the  same  labour  and  capital  would  produce  them  in 
greatest  quantity  and  of  best  quality.  A  tendency  may, 
even  now,  be  observed  towards  such  a  state  of  things  ;  capi- 
tal is  becoming  more  and  more  cosmopolitan ;  there  is  so 
mneh  greater  similarity  of  manners  and  institutions  than 
formerly,  and  so  much  less  alienation  of  feeling,  amonii^  the 
more  civilized  countries,  that  both  population  and  capital 
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now  move  from  one  of  those  countries  to  aiiotlier  ou  mucli 
less  teiiiptatiun  than  heretofore.  But  there  are  still  extra- 
oixlitiury  (lifi'ci'eiices,  hotli  of  wages  and  of  profits,  lietween 
diifereiit  parts  of  tlie  world.  It  needs  but  a  small  motive  to 
transplant  capital,  or  even  persons,  from  WarwicksJiire  to 
Yorkshire;  but  a  much  greater  to  make  them  remove  to 
India,  the  colonies,  or  Iivland.  To  France,  Germany,  or 
Switzerland,  capital  moves  perhaps  almost  a&  readily  ae  to 
the  colonies ;  the  diffui-enoea  of  language  and  government 
lieing  scarcely  so  great  a  hindrance  as  climate  and  distance. 
To  countries  still  barbarous,  or,  like  Russia  or  Turkey,  only 
l)cginniri;r  to  be  civilized,  capital  will  not  migrate,  unless 
under  the  inducement  of  a  very  great  extra  profit. 

Between  all  distant  places  therefore  in  Ktme  degree,  but 
especially  between  different  eouutries  (whether  under  the 
same  supreme  government  or  not,)  there  may  exist  great  in- 
ecinalities  in  the  return  to  labour  and  capital,  without  caus- 
ing them  to  move  from  one  place  to  the  other  in  such  tjuan- 
tily  as  to  level  those  inequalities.  Tlic  capital  belonging  to 
a  coimtry  will,  to  a  ^reut  extent,  remain  in  the  country, 
even  if  there  be  no  mode  of  employing  it  in  which  it  would 
not  be  more  productive  elsewliere.  Yet  even  a  country 
tlius  circumstanced  niight,  and  probably  would,  carry  on 
trade  with  other  countries.  It  would  export  articles  of 
sonic  sort,  even  to  places  wiiich  could  make  them  with  leaa 
labonr  than  itself;  because  those  countries,  supposuig  them 
to  have  an  advantage  over  it  in  all  productions,  would  have 
a  greater  advantage  in  some  things  than  in  others,  and 
M'oiild  find  it  theii-  intereat  to  import  the  articles  in  which 
their  advantage  was  smallest,  that  tiiey  might  employ  more 
of  their  labour  and  capital  on  those  in  which  it  was 
greatest. 

g  2.  As  I  have  said  elsewhere*  after  Eicardo  (the 
thinker  who  has  done  nmst  towanis  clearing  up  this  sub- 

■  ZsajB  on  itme  Uusetllt-tl  QuesUom  uf  Pullliual  EcODOm;,  Eassr  L 
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ject)*  "  it  18  not  a  difference  in  the  absolute  cost  of  produc- 
tion, which  determines  the  interchange,  but  a  difference  in 
the  comparative  cost.  It  may  be  to  our  advantage  to  pro- 
cure iron  from  Sweden  in  exchange  for  cottons,  even  although 
the  mines  of  England  as  well  as  her  manufactories  should 
be  more  productive  than  those  of  Sweden  ;  for  if  we  have 
an  advantage  of  one-half  in  cottons,  and  only  an  advantage 
of  a  quarter  in  iron,  and  could  sell  our  cottons  to  Sweden  at 
the  price  which  Sweden  must  pay  for  them  if  she  produced 
them  herself,  we  should  obtain  our  iron  with  an  advantage 
of  one-half,  as  well  as  our  cottons.  We  may  often,  by  trad- 
ing with  foreigners,  obtain  their  commodities  at  a  smaller 
expense  of  labour  and  capital  than  they  cost  to  the  foreign- 
ers themselves.  The  bargain  is  still  advantageous  to  the 
foreigner,  because  the  commodity  which  he  receives  in  ex- 
change, though  it  has  cost  us  less,  would  have  cost  him 
more." 

To  illustrate  the  cases  in  which  interchange  of  commod- 
ities will  not,  and  those  in  which  it  will,  take  place  between 
two  countries,  Mr.  Mill,  in  his  Elements  of  Political  Econ- 
omy ,t  makes  the  supposition,  that  Poland  has  an  advantage 
over  England  in  the  production  both  of  cloth  and  of  corn. 
lie  first  supposes  the  advantage  to  be  of  equal  amount  in 
both  commodities ;  the  cloth  and  the  corn,  each  of  which 
reqnired  100  days  labour  in  Poland,  requiring  each  150 
days  labour  in  England.  ^'  It  would  follow,  that  the  cloth 
of  150  days  labour  in  England,  if  sent  to  Poland,  would  le 
equal  to  the  cloth  of  100  days  labour  in  Poland  ;  if  ex- 
changed for  com,  therefore,  it  would  exchange  for  the  corn 
of  only  100  days  labour.  But  the  com  of  100  days  labour 
in  Poland,  was  snpposed  to  be  the  same  quantity  with  that 

*  I  al  one  time  believed  Mr.  Ricardo  to  have  been  the  sole  author  of  the 
doetrine  now  uniTerMlIj  received  by  political  economists,  on  the  nature  and 
of  the  benefit  which  a  country  derives  from  forci^i  trade.     But  Coli>nel 
by  the  republication  of  one  of  his  early  writings,  '*  The  Economists 
Rdbted,*  hM  established  at  lea.<it  a  joint  claim  with  Mr.  Ricardo  to  the  origina- 
tioa  of  the  doctrine,  and  an  exclusive  one  to  its  earliest  publication, 
t  TUrd  cd.  p.  120. 
d8 
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of  150  days  laTjour  in  EiigldTid,  With  150  days  labour  in 
cloth,  therefore,  England  would  only  get  aa  much  com  in 
Poland  as  she  foiild  raise  with  150  days  hiboiir  at  home; 
and  she  would,  in  importing  it,  have  the  cost  of  carriage 
besides.  In  ttn;*e  circuiustiincea  no  exchange  would  take 
place."  Ill  this  ease  tlie  coniiiarative  costs  of  tlie  two  arti- 
cles in  England  and  in  Poland  were  mpposed  to  be  the  same, 
though  the  absiihite  eostt;  weredifi'erent ;  on  which  supposi- 
tion we  see  that  there  wouhl  he  no  labour  saved  to  either 
country  by  confining  ita  industry  to  one  of  the  two  produc- 
tionB,  and  importing  tlm  otiiei'. 

It  is  olhcrwise  when  the  comparative,  and  not  merely 
the  absolute  costs  of  the  two  articles  are  ditt'orent  in  the  two 
countries.  "  If,"  cnntinnes  the  same  author,  "  while  the 
chitli  produced  with  100  days  labour  in  Poland  was  pro- 
fluecd  with  150  days  labour  in  England,  the  com  which 
was  produced  in  Pohind  with  100  diiys  labour  could  not  be 
jirodneed  in  England  with  lens  than  200  days  labour ;  an 
adequate"  motive  to  exchange  would  immediately  arise, 
"With  a  quantity  of  elotli  wliicli  England  produced  with  150 
days  labour,  she  woidd  be  able  to  jmrchase  as  much  com  in 
Poland  a»  was  there  prodnced  with  100  days  labour;  but 
the  quantity  whicli  was  tliere  produced  with  100  days  la- 
bour, would  be  as  great  as  the  quantity  produced  in  Eng- 
laud  with  200  days  lalwuir."  By  iTnjKirting  corn,  thereforfl, 
from  Polnml,  und  paying  f.ir  itVith  cloth,  England  would 
obtain  fur  150  days  labour  what  would  ritliorwisc  cost  her 
200 ;  being  a  saving  of  50  days  labour  on  each  repetition 
of  the  transaction  :  and  not  merely  a  saving  to  England,  bnt 
a  saving  absolutely  ;  for  il  is  not  obtained  at  the  expense  uf 
Poland,  who,  with  corn  that  costs  her  100  days  labonr,  has 
juircluiscd  clutb  which,  if  produced  at  home,  wonld  have 
cosl  her  (he  same.  Polaiut,  therefore,  on  this  supposition, 
loses  nothing;  but  also  she  diM'ives  no  advantage  from  the 
traile.  the  iuqxirfcd  cloth  coi^ting  her  as  much  as  if  it  were 
made  at  home.  To  enable  Poland  to  gain  anything  by  the 
interchange,  something  must  be  abated  from  the  gain  of 
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England  :  the  com  produced  in  Poland  by  100  days  labour, 
mn&t  be  able  to  purchase  from  England  more  cloth  tlian 
Poland  could  produce  by  that  amount  of  hibour ;  more 
therefore  than  England  could  produce  by  150  days  labour, 
England  thus  obtaining  tlie  corn  which  would  have  cost  her 
200  days,  at  a  cost  exceeding  150,  thougli  short  of  200. 
England  therefore  no  longer  gains  the  whole  of  the  labour 
which  is  saved  to  the  two  jointly  by  trading  with  one 
another. 

§  3.  From  this  exposition  we  perceive  in  what  consists 
the  benefit  of  international  exchange,  or,  in  other  words, 
foreign  commerce.  Setting  aside  its  enabling  countries  to 
obtain  commodities  which  they  could  not  themselves  pro- 
duce at  all ;  its  advantage  consists  in  a  more  efhcient  em- 
ployment of  the  prodnctive  forces  of  the  world.  If  two 
countries  which  traded  together  attempted,  as  far  as  was 
physically  possible,  to  produce  for  themselves  what  they 
now  import  from  one  another,  the  labour  and  capital  of  the 
two  countries  would  not  be  so  productive,  the  two  together 
would  not  obtain  from  their  industry  so  great  a  quantity  of 
commodities,  as  when  each  employs  itself  in  ]>r(Klu(Mng, 
both  for  itself  and  for  the  other,  the  things  in  which  its  la- 
boar  is  relatively  most  efficient.  Tlie  ad<lition  thus  made 
to  the  produce  of  the  two  combined,  constitutes  the  advan- 
tage of  the  trade.  It  is  ])08sible  that  one  of  the  two  coun- 
tries may  be  altogether  inferior  to  the  other  in  productive 
capacities,  and  that  its  labour  and  ca])ital  could  Ik^  em])loycd 
to  greatest  advantage  by  being  removed  bodily  to  the  other. 
The  labonr  and  capital  which  have  been  sunk  in  rendering 
Holland  habitable,  would  have  produced  a  much  greater 
return  if  transported  to  America  or  Ireland.  The  i)roduce 
of  the  wliole  world  would  be  greater,  or  the  labour  less,  tlian 
it  is,  if  everything  were  produced  where  there  is  the  great- 
est absolute  facility  for  its  prrKluction.  I^it  nations  do  not, 
■t  least  in  modem  times,  emigrate  en  ma^se  ;  and  whih;  the 
labour  and  capital  of  a  country  remain  in  the  country,  they 
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are  most  beneficially  employed  in  pi'odufing  for  foreign 
markets  as  well  as  fur  its  own,  the  tliinji^s  in  wliieb  it  lies 
under  the  least  dis^advantage,  it'  tlicic  be  none  in  which  it 
possesses  an  advantage. 

§  4,  BL'fore  proceeding  further,  let  us  contrast  this  view 
of  the  benefits  of  international  coiiuiieroe  with  other  theories 
wliifh  liave  iirevailed,  and  whieh  to  a  certain  extent  still 
prevail,  on  the  same  subject. 

According  to  the  doctrine  now  stated,  the  only  direct 
advantage  of  foreign  commerce  consists  iii  the  imports.  A 
country  obtains  things  which  it  either  could  uot  liave  pro- 
duced at  all,  or  which  it  must  have  produced  at  a  greater 
ex|ieiiBe  of  capital  and  labour  than  the  cost  of  the  things 
wliicli  it  exports  to  pay  for  them.  It  tlius  obtains  a  more 
amjjle  supjily  of  t!ie  commodities  it  wants,  for  the  same  la- 
bour and  capital ;  or  the  same  supply,  for  less  labour  and 
capital,  leaving  the  surpius  dis]iosablc  to  produce  other 
things.  The  vulgiir  theory  (iisregards  this  benefit  and 
deems  llie  advantage  of  commerce  to  reside  in  the  exports; 
as  if  not  what  a  country  obtains,  but  wliat  it  parts  with,  by 
its  foreign  trade,  was  supposed  to  constitute  the  gain  to  it. 
An  extended  market  for  its  produce — an  abundant  consump- 
tion for  its  goods — a  vent  for  its  surplus — arc  the  phrases 
by  which  it  has  lieen  customary  to  det^ignate  the  uses  and 
reconimeudiilions  <if  enmiricrcc  with  foreign  countries.  This 
notion  is  inti'lligildf,  when  we  consider  tliat  the  authors  and 
leaders  of  O]iinion  on  mercantik'  questions  have  always  hith- 
erto been  tlie  selling  class.  It  is  in  truth  a  surviving  relie 
of  the  Merciintile  Tlieory.  according  to  which,  money  being 
the  only  wealtii,  selling,  or  in  other  words,  exchanging 
goods  for  money  was  (to  countries  witliout  mines  of  their 
own)  (he  only  way  of  growing  rich — and  importation  of 
goods,  lliiit  is  to  say.  parting  with  money,  was  so  much  sub- 
tracted from  the  benefit. 

The  notion  that  money  alone  is  wealth,  has  been  long 
defunct,  but  it  has  left  many  of  its  progeny  behind  it ;  and 
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tB  destroyer  Adam  Smith,  retained  some  opinions 
it  is  impossible  to  trace  to  any  other  origin.  Adam 
s  theory  of  the  benefit  of  foreign  trade,  was  that  it 
d  an  outlet  for  the  surplus  produce  of  a  country,  and 
1  a  portion  of  the  capital  of  the  country  to  replace  it- 
th  a  profit.  These  expressions  suggest  ideas  incon- 
with  a  clear  conception  of  the  phenomena.  The  ex- 
Q,  surplus  produce,  seems  to  imply  tliat  a  country  is 
iome  kind  of  necessity  of  producing  the  corn  or  cloth 
it  exports;  so  that  the  portion  which  it  does  not 
M>nsume,  if  not  wanted  and  consumed  elsewhere, 
either  be  produced  in  slieer  waste,  or  if  it  were  not 
ed,  the  corresponding  portion  of  capital  would  remain 
id  the  mass  of  productions  in  the  country  would  be 
ihed  by  so  nmch.  Either  of  these  suppositions  would 
rely  erroneous.  The  coimtry  produces  an  exportable 
in  excess  of  its  own  wants,  from  no  inherent  neces- 
it  as  the  cheapest  mode  of  supplying  itself  with  other 
If  prevented  from  exporting  this  surplus,  it  would 
x>  produce  it,  and  would  no  longer  import  anything, 
unable  to  give  an  equivalent ;  but  the  labour  and 
which  had  been  employed  in  producing  with  a 
0  exportation,  would  find  employment  in  producing 
[esirable  objects  which  were  previously  brought  from 
:  or,  if  some  of  them  could  not  be  produced,  in  pro- 
substitutes  for  them.  Tliese  articles  would  of  course 
dnced  at  a  greater  cost  than  that  of  the  things  with 
they  had  previously  been  purchased  from  foreign 
iea.  But  the  value  and  price  of  the  articles  would 
proportion ;  and  the  capital  would  just  as  much  be 
id,  with  the  ordinary  profit,  from  the  returns,  as  it 
ben  employed  in  producing  for  the  foreign  market. 
Jy  loeers  (after  the  temporary  inconvenience  of  the 
)  wonld  be  the  consumers  of  the  heretofore  imported 
\l  who  would  be  obliged  either  to  do  without  them, 
ling  in  lieu  of  them  something  which  they  did  not 
wdl,  or  to  pay  a  higher  price  for  them  than  before. 
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Tliere  is  much  misconception  in  the  common  notion  of  I 
what  commerce  doce  for  a  country.  Wlien  coinmerct  is 
spoken  of  an  a  suurt-e  of  national  wealtli,  the  imagination 
fixes  itself  iipim  tlic  large  foi-times  acquired  by  inerchanlf, 
rather  tlian  upon  tlie  saving  of  price  to  consnniers.  Ent 
the  gains  of  merchants,  when  they  enjoy  no  exclusive  privi- 
lege,  are  no  greater  than  the  profits  obtained  by  the  em- 
ployment of  capital  in  the  coimtry  itself.  If  it  be  said  thul 
the  capital  now  employed  in  foreign  trade  conld  not  find 
employment  in  supplying  the  home  market,  I  might  reply, 
that  this  is  the  fallacy  of  general  over-production,  disenssed 
in  a  fornu.'r  chapter ;  but  the  thing  is  in  this  particular  case 
too  evident,  to  require  an  appeal  to  any  general  theory. 
We  nut  only  see  that  the  capital  of  the  merchant  would  find 
employnieTit,  but  we  see  what  employment.  There  would 
he  employment  created,  equal  to  that  wltieb  would  be  taken 
away.  Exportation  ceasing,  imjiortation  to  an  equal  value 
would  cea.se  also,  and  all  that  ]i;irt  of  the  income  of  the 
country  whicli  had  been  expended  in  imported  commoditiee, 
would  be  ready  to  expend  itself  on  the  same  things  pro- 
duced at  home,  or  on  others  instead  of  them.  Commerce  is 
virtually  a  mode  of  cheapening  prudiictioii ;  and  in  all  such 
cases  the  consumer  is  the  person  ultimately  benefited  ;  the 
dealer,  in  the  end,  is  sure  to  get  his  profit,  whether  the 
buyer  oi.liiiTis  much  or  little  for  his  money.  This  is  said 
without  prejudiee  to  the  effect  falrea<ly  touched  upon,  and 
tn  be  liei'cal'ler  fully  di-enssed)  which  the  cheapening  of  com- 
iiinditie'^  may  have  iii  rai>-ing  profits;  in  the  case  when  the 
ci.rnni.Hlity  clieii]ieried,  being  one  of  those  consumed  by  la- 
biiurcTs,  Ciller.-  iutn  the  eo.st  of  labour,  by  which  the  rate  of 
pmfits  i^  cletermlnctl. 

g  :'i.  Suih.  then,  is  the  direct  economical  advantage  of 
f.ireigii  tnide.  Ihit  there  ;ire.  la'sides.  ijuliri'ct  cfTects,  which 
miiiil  be  coiuilcd  as  lienellts  of  a  high  order.  One  is,  the 
tendency  of  every  [■xteiision  of  the  ULurket  to  improve  the 
procewsi-B  of  pi-oductiou.     A   comitry  which  produces  for 


I,  introdaoe  a  more  extended 
divisioii  of  labour,  can  make  greater  Vise  of  machinery,  and 
is  more  likely  to  make  inventions  and  improvements  in  the 
processes  of  production.  Whatever  causes  a  greater  quan- 
tity of  anything  to  be  produced  in  the  same  i)lace,  tends  to 
the  general  increase  of  the  productive  powers  of  the  world.* 
There  is  another  consideration,  principally  applicable  to  an 
early  stage  of  industrial  advancement.  A  people  may  be 
in  a  quiescent,  indolent,  uncultivated  state,  with  all  their 
tastes  either  fully  satisfied  or  entirely  undeveloped,  and  they 
may  fail  to  put  forth  the  whole  of  their  productive  energies 
for  want  of  any  sufficient  object  of  desire.  The  opening  of 
a  foreign  trade,  by  making  them  acquainted  witli  new  ob- 
jects, or  tempting  them  by  the  easier  acquisition  of  things 
which  they  had  not  previously  thought  attainable,  some- 
times works  a  sort  of  industrial  revolution  in  a  country 
whose  resources  were  previously  undeveloped  for  want  of 
energy  and  ambition  in  the  people:  inducing  those  who 
were  satisfied  with  scanty  comforts  and  little  work,  to  work 
harder  tor  the  gratification  of  their  new  tastes,  and  even  to 
save,  and  accumulate  capital,  for  the  still  more  complete 
satisfaction  of  those  tastes  at  a  future  time. 

But  the  economical  advantages  of  eomnienje  are  sur- 
passed in  importance  by  those  of  its  efteers  which  arc  intel- 
lectual and  moral.  It  is  hardly  })Ossible  to  overrate  the 
value,  in  the  present  low  state  of  human  improvement,  of 
placing  human  beings  in  contact  with  persons  dissimilar  to 
themselves,  and  with  modes  of  thought  and  action  unlike 
thoee  with  which  they  are  familiar.  Commence  is  now, 
what  war  once  was,  the  princi{>al  source  of  this  contact. 
Commercial  adventurers  from  more  advanced  countries 
have  generally  been  the  first  civilizers  of  barbarians.  And 
commerce  is  the  purpose  of  the  far  greater  part  of  the  com- 
munication which  takes  place  betwetm  civilized  nations. 
Sach  communication  has  always  been,  and  is  peculiarly 
in  the  {resent  age,  one  of  the  primary  sources  of  progress. 

•  Vide  supra,  book  i.  chap.  ix.  §  1, 


4- 


136  BOOK  m.     CHAPTER  XVH.     fB. 

To  human  beings,  who,  as  hitherto  educated,  cau  scarcely 
cultiviitt:  even  a  good  quality  without  running  it  into  a 
feuit,  it  is  indispcnaaltle  to  bo  ptrpetually  comparing  theit 
own  notions  and  customs  with  the  experience  and  example 
of  peraons  in  different  circumstanees  from  themselves:  and 
there  is  no  nation  wliieli  does  nut  need  to  borrow  from 
others,  not  merely  particular  arts  or  practices,  but  essential 
points  of  character  in  wliidi  its  own  tj'pe  ia  inferior.  Final- 
ly, coinmei-cc  first  taught  nations  to  see  with  good  will  the 
weidth  and  prosperity  of  one  iiuother.  Before,  the  patriot, 
tinlci's  sufficiently  advanced  in  culture  to  feel  the  world  hia 
cduntrv,  wished  ail  countries  weak,  poor,  and  ill-governed, 
hut  his  own  :  he  now  sees  in  their  wealth  and  progress  a 
direct  Kouice  of  wealth  and  progi-ess  to  Ins  own  eonntry. 
It  is  eoiimieree  which  ia  rapidly  rendering  war  obsolete,  by 
fifrengtlicning  and  multiplying  the  jtersonal  interests  which 
are  in  natural  op|iosition  to  it.  And  it  may  be  said  without 
exagjTcration  that  the  great  extent  and  rapid  increase  of  in- 
tcnialionnl  trade,  in  being  the  principal  guarantee  of  the 
jieaec  of  the  world,  is  the  great  permanent  security  lor  the 
uniiitL'rruptcd  }>rugrcsa  of  the  iden^,  the  iustltutioiiB,  and  the 
character  of  the  human  race. 


CHAPTER  XVIII. 


OF  INTERNATIONAL  VALUES. 


§  1.  The  values  of  commodities  produced  at  the  same 
AacBj  or  in  places  sufficiently  adjacent  for  capital  to  move 
reely  between  them — let  us  say,  for  simplicity,  of  commod- 
des  produced  in  the  same  country — depend  (temporary 
[actuations  apart)  up«n  their  cost  of  production.  But  the 
alue  of  a  commodity  brought  from  a  distant  place,  espeei- 
Jly  from  a  foreign  country,  does  not  depend  on  its  cost  of 
production  in  the  place  from  whence  it  comes.  On  what, 
hen,  does  it  depend  ?  The  value  of  a  thing  in  any  place, 
tepends  on  the  cost  of  its  acquisition  in  that  place  ;  which 
n  the  case  of  an  imported  article,  means  the  coet  of  produc- 
ion  of  the  thing  which  is  exported  to  pay  for  it. 

Since  all  trade  is  in  reality  barter,  money  being  a  mere 
DBtrument  for  exchanging  things  against  one  another,  we 
rill,  for  simplicity,  begin  by  supposing  the  international 
rade  to  be  in  form,  what  it  always  is  in  reality,  an  actual 
nicking  of  one  commodity  against  another.  As  far  as  we 
lave  hitherto  proceeded,  we  have  found  all  the  laws  of  in- 
erchange  to  be  essentially  the  same,  whether  money  is  used 
»r  not ;  money  never  governing,  but  always  obeying,  those 
[eneral  laws. 

If,  then,  England  imports  wine  from  Spain,  giving  for 
very  pipe  of  wine  a  bale  of  cloth,  the  exchange  value  of  a 
>ipe  of  wine  in  England  will  not  depend  upon  what  the 
production  of  the  wine  may  have,  cost  in  Spain,  but  upon 
rhat  the  production  of  the  cloth  has  cost  in  England. 
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Though  the  wine  may  have  cost  in  Spain  the  equivalent  of 
only  ten  days  laboui-,  yet,  if  the  cloth  costs  in  England 
twenty  <Iayd  labour,  the  wine,  when  brought  to  England, 
will  exdiunge  for  the  produce  of  twenty  days  English  la- 
bour, plus  the  cost  of  carriaf!:e  ;  including  the  usual  profit 
(111  ilk-  iinpi)rti'r"s  capital  during  the  time  it  is  locked  up, 
mid  witlilield  frciii  .itliur  fuiplitynicnt. 

The  value,  then,  in  any  country,  of  a  foreign  commod- 
ity, depends  on  the  quantity  of  home  produce  which  must 
be  given  to  the  Ibrcifiii  country  in  exchange  for  it.  In  other 
wordri,  the  values  of  foreign  conimoditieg  depend  on  the 
terms  of  iiitcrniitional  exchange.  What,  then,  do  these  de- 
jiend  upon  I  Wliat  is  it,  which,  in  the  case  supposed,  causes 
a  pipe  of  wiiic  from  S[>;iin  to  be  exchanged  with  England 
for  exactly  that  iiiiiintity  of  cloth  ?  Wc  have  seen  that  it  is 
not  their  cost  of  production.  If  the  cloth  and  the  wine  were 
both  made  in  Spain,  they  would  exchange  at  their  cost  of 
piiHluctioii  in  Spain  ;  if  they  were  both  made  in  England, 
they  would  exchange  at  their  cost  of  production  in  Eng- 
land:  but  Jill  the  cloth  being  made  in  Enghind.  and  all  the 
wine  in  Spain,  they  arc  in  circunistiinces  to  which  we  have 
already  determined  that  tlie  law  of  cost  of  production  is  not 
iipplicable.  AVe  must  accordingly,  as  we  have  done  before 
ill  a  similar  embairaspnieiit,  fall  buck  ni)on  an  antecedent 
laM',  thai  of  !!iijiplv  and  demand  :  and  in  this  we  shall  again 
lind  Ihe  solution  of  onr  difficulty. 

I  have  disicnsi-Li!  this  ijiK-tioii  in  a  separate  Essay,  al- 
ready <inee  referred  to  ;  and  a  (piotatj.m  of  part  of  the  expo- 
hilion  llien  gi^en,  will  be  the  best  iiilrodnction  to  niy  pres- 
eiil  view  of  the  ^u!lJc(■t.  I  iniift  give  nutice  that  we  are  now 
in  the  region  of  tlic  nioht  coinplieatcd  (piestiona  which  ]>olit- 
ica!  ci-onomy  allbrds;  that  the  subject  \h  one  which  canitot 
p<i.-:sibly  be  niiide  elenientury  ;  and  that  a  more  eontinnons 
elfoi'I  of  attention  than  has  yet  bwri  rcijuircd,  will  be  neces- 
Kni-y  to  tbilow  the  iSeries  of  de^llletion^.  The  thread,  how- 
cvir.  which  we  are  abniit:  to  tnke  in  hand,  i.i  in  itself  very 
eiinple  and  manageiible ;  the  only  ibfficulty  is  in  following  it 
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tUrough  the  windings  and  entanglements  of  complex  inter- 
national transactions. 

§  2.  "  When  the  trade  is  established  between  the  two 
countries,  the  two  commodities  will  exchange  for  each  other 
at  the  same  rate  of  interchange  in  both  countries— bating 
the  cost  of  carriage,  of  which,  for  the  present,  it  will  be 
more  convenient  to  omit  the  consideration.  Supposing, 
therefore,  for  the  sake  of  argument,  that  the  carriage  of  the 
commodities  from  one  country  to  the  other  could  be  effected 
without  labour  and  without  cost,  no  sooner  would  the  trade 
be  opened  than  the  value  of  the  two  commodities,  estimated 
in  each  other,  would  come  to  a  level  in  both  countries. 

"  Suppose  that  10  yards  of  broadcloth  cost  in  England 
as  much  labour  as  15  yards  of  linen,  and  in  Germany  as 
much  as  20."  In  common  with  most  of  my  predecessors,  I 
find  it  advisable,  in  these  intricate  investigations,  to  give 
distinctness  and  fixity  to  the  conception  by  numerical  exam- 
ples. These  examples  must  sometimes,  as  in  the  present 
case,  be  purely  supposititious.  I  should  have  preferred  real 
ones ;  but  all  that  is  essential  is  that  the  numbers  should  be 
such  as  admit  of  being  easily  followed  through  the  subse- 
quent combinations  into  which  they  enter. 

This  supposition  then  being  made,  it  would  be  the  in- 
terest of  England  to  import  linen  from  Germany,  and  of 
Germany  to  import  cloth  from  England.  "When  each 
country  produced  both  commodities  for  itself,  10  yards  of 
cloth  exchanged  for  15  yards  of  linen  in  England,  and  for 
20  in  Germany.  They  will  now  exchange  for  the  same 
nnmber  of  yards  of  linen  in  both.  For  what  number  ?  If 
for  15  yards,  England  will  b(»  just  as  she  was,  and  Gcirmany 
will  gain  all.  If  for  20  yards,  Germany  will  be  as  before. 
Mid  England  will  derive  the  whole  of  the  benefit.  If  for  any 
nnmber  intermediate  betwe^^n  15  and  20,  the  advanta^re 
wfll  be  flharefl  between  the  two  countries.  If,  for  example, 
10  yards  of  cloth  exchange  for  18  of  linen,  England  will 
gain  an  advantage  of  3  yards  on  every  15,  Gennany  will 
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save  2  out  of  every  20,  Tlie  problem  is,  what  are  tlie 
ciiii&es  wliii-h  dctiTiiiine  the  proiioitiou  in  which  the  doth 
of  England  and  thij  Hiilti  of  Germany  will  exchange  for 
each  otlicr. 

"  As  exchaiif^f  value,  in  this  case  as  in  every  other,  \i 
proverbially  fluctuating,  it  does  not  matter  what  we  Guppo^e 
it  to  be  when  we  begin :  wo  shall  Boon  see  whether  there 
be  any  fixed  point  about  which  it  oscillates,  wliich  it  has  a 
tendency  always  to  approach  to,  and  to  remain  at.  Let  us 
suppose,  then,  that  by  the  effect  of  what  Adam  Smith  i-alU 
the  higgling  of  the  market,  10  yards  of  cloth,  in  bolh  coim- 
tricB,  exchange  fin- 17  yards  of  linen. 

"  The  dcniiuid  for  a  commodity,  that  is,  the  (juantity  of 
it  which  can  find  a  ]nirchaser,  varies,  as  we  have  before  re- 
marked, according  to  tiie  price.  In  Germany  the  price  of 
10  yards  of  doth  is  now  17  yards  of  linen,  or  whatever 
quantity  of  mimey  is  eiptivalent  in  Germany  to  17  yards  of 
linen.  Now,  that  being  the  price,  there  is  some  particular 
number  of  yards  of  cloth,  which  will  be  in  demand,  or  will 
find  imrcliiisers,  at  that  price.  There  is  some  given  quan- 
tity of  cloth,  more  than  which  could  not  be  disposed  of  at 
that  price ;  k'ss  than  which,  at  that  ]iriee,  would  not  fully 
satisfy  the  demand.  Let  us  suppose  this  quantity  to  be 
1000  times  10  yards. 

"Let  us  nuw  turn  onr  attention  to  England.  There 
the  i>rii'c  of  17  yardw  of  linen  is  10  yards  of  cloth,  or  what- 
ever ijuaiitity  of  money  is  eqinvalent  in  England  to  10  yards 
of  i^hjth,  lliere  is  some  jiarticuhir  number  of  yards  of  linen 
which,  at  that  price,  will  exactly  satisfy  the  demand,  and 
no  mure.  Let  us  supjiose  tliat  tliis  number  is  lOuO  times 
17  yards. 

"  As  17  yards  of  linen  are  to  IH  yanls  of  cloth,  so  are 
1000  times  iV  yards  to  louO  times  10  yards.  At  the  exist- 
ing excliiinge  value,  the  linen  which  England  requires  will 
exactly  pay  for  the  quantiiy  of  cloth  whidi,  ou  the  same 
terms  of  intercliiingc,  Germany  reipiires.  Tlie  demand  on 
each  side  is  pre<-isely  sutlicicnt  to  carry  off  the  supply  on 
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the  other.  The  conditions  required  by  tlie  principle  of  de- 
mand and  supply  are  fulfilled,  and  the  two  commodities 
will  continue  to  be  interchanged,  as  we  supposed  them  to 
be,  in  the  ratio  of  17  yards  of  linen  for  10  yards  of  cloth. 

"  But  our  suppositions  might  have  been  diflFerent.  Sup- 
pose that,  at  the  assumed  rate  of  interchange,  England  had 
been  disposed  to  consume  no  greater  quantity  of  linen  than 
800  times  17  yards  :  it  is  evident  that,  at  the  rate  supposed, 
this  would  not  have  sufficed  to  pay  for  the  1000  times  10 
yards  of  cloth  which  we  have  supposed  Germany  to  require 
at  the  assumed  value.  Germany  would  be  able  to  procure 
no  more  than  800  times  10  yards  at  that  price.  To  procure 
the  remaining  200,  which  she  would  have  no  means  of  doing 
but  by  bidding  higher  for  them,  she  would  offer  more  than  17 
yards  of  linen  in  exchange  for  10  yards  of  cloth :  let  us  sup- 
l>08e  her  to  offer  18.  At  this  price,  perhaps,  England  would 
be  inclined  to  purchase  a  greater  quantity  of  linen.  She 
would  consume,  possibly,  at  that  price,  900  times  18  yards. 
On  the  other  hand,  cloth  having  risen  in  price,  the  demand 
of  Germany  for  it  would  probably  have  diminished.  If,  in- 
stead of  1000  times  10  yards,  she  is  now  contended  with  900 
times  10  yards,  these  will  exactly  pay  for  the  900  times  18 
yards  of  linen  which  England  is  willing  to  take  at  the  al- 
tered price:  the  demand  on  each  side  will  again  exactly 
suffice  to  take  off  the  corresponding  supply  ;  and  10  yards 
for  18  will  be  the  rate  at  which,  in  both  countries,  cloth 
will  exchange  for  linen. 

"  Tlie  converse  of  all  this  would  have  happened,  if,  in- 
stead of  800  times  17  yards,  we  had  supposed  that  England, 
at  the  rate  of  10  for  17,  would  have  taken  1200  times  17 
yards  of  linen.  In  this  case,  it  is  England  whose  demand  is 
not  fully  supplied ;  it  is  England  who  by  bidding  for  more 
linen,  will  alter  the  rate  of  interchange  to  her  own  disadvan- 
tage ;  and  10  yards  of  cloth  will  fall,  in  both  countries,  be-  * 
low  the  value  of  17  yards  of  linen.  By  this  fall  of  cloth,  or 
what  18  the  same  thing,  this  rise  of  linen,  the  demand  of 
Qenntakj  for  cloth  will  increase,  and  the  demand  of  Eng- 
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laiiii  tor  liiH'ii  will  diniinisli,  till  the  rate  of  interchange  has 
su  adjiistfd  itsuif  tliat  tlie  clotL  aud  the  linen  will  exactij 
pay  for  one  anotiier ;  and  when  once  this  ]>otnt  ib  attained, 
vahies  will  remain  witlioiit  further  alteration, 

"  It  may  he  eonsidereil,  thei'ofore,  as  established,  that 
when  two  counlriefi  ti'ade  together  in  two  commodities,  tlie 
exchange  value  of  these  commodities  relatively  to  caeli 
other  will  adjust  itself  to  the  inclinations  and  circumstance 
of  the  consumers  on  both  sides,  in  snch  manner  that  the 
quantities  requii-cd  by  each  country,  of  the  articles  which  it 
imports  from  its  nc-ighhonr,  shall  be  exactly  sufficient  to  pny 
for  one  another.  As  the  inclinations  and  eireum stances  of 
consumers  i-annut  be  reduced  to  any  nile,  so  neither  cjin  the 
proportiojiM  in  which  tlie  two  commodities  will  be  inter- 
changed. Wc  know  tlittt  the  limits  within  which  the  varia- 
tion is  ctmfincd.  are  the  ratio  between  their  costs  of  produc- 
tion in  the  one  country,  and  the  ratio  between  their  costsof 
jiroductiou  in  the  olber.  Ten  yards  of  cloth  cannot  exchange 
foi'  more  than  2(>  yards  of  liuon,  nor  for  less  than  15.  But 
tlicy  ui;iy  cvcbiinge  for  any  intermediate  number.  The  ra- 
tios, thrri'lnrc,  in  wliich  the  advantage  of  the  trade  may  be 
divided  between  the  two  nations,  are  various.  The  circuni- 
stimccB  on  which  the  proporrionate  share  of  each  country  more 
renii>ti-ly  depends,  nibiiit  only  of  a  very  general  indication. 

"It  is  even  possible  to  conceive  an  extreme  case,  in 
wliii-b  the  wh'Au  of  |}ie  advantage  resulting  frora  the  inter- 
chiiiigi'  Winild  be  reaped  by  one  party,  the  other  country  gain- 
ing nothing  al  all.  Tliere  is  no  absurdity  in  the  hypothesis 
that,  of  some  given  commodity,  a  certain  quantity  is  all 
that  is  wanted  iiE  any  ju-ice;  and  tltat,  when  that  quantity 
is  obtained,  no  full  in  tlie  exchange  vidue  would  induce 
other  con-sumeiT^  to  come  forward,  or  thof^e  who  are  already 
supi'licd.  to  take  more.  I-et  us  su]>pose  that  this  is  the  case 
in  Gernnmy  with  cloth.  Before  her  trade  with  England 
commenced,  when  10  yards  of  cloth  cost  her  as  much  labour 
as  20  yards  of  linen,  she  nevertheless  consumed  as  much 
cloth  as  she  wanted  under  any  circnm stances,  and,  if  she 
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conld  obtain  it  at  the  rate  of  10  yards  of  clotli  for  15 
of  linen,  she  would  not  consume  more.  Let  tliis  fixed 
quantity  be  1000  times  10  yards.  At  tlic  rate,  however,  of 
10  for  20,  England  would  want  more  linen  than  would  be 
equivalent  to  this  quantity  of  cloth.  She  would,  conse- 
quently, offer  a  higher  value  for  linen  ;  or,  what  is  tlie  same 
thing,  she  would  offer  her  cloth  at  a  cheaper  rate.  Bnt,  as 
by  no  lowering  of  the  value  could  she  prevail  on  Germany 
to  take  a  greater  quantity  of  cloth,  there  w^ould  be  no  limit 
to  the  rise  of  linen  or  fall  of  cloth,  until  the  demand  of 
England  for  linen  was  reduced  by  the  rise  of  its  value,  to 
the  quantity  which  1000  times  10  yards  of  cloth  would  pur- 
chase. It  might  be,  that  to  produce  this  diminution  of  the 
demand  a  less  fall  would  not  suffice  than  that  which  would 
make  10  yards  of  cloth  exchange  for  15  of  linen.  Germany 
would  then  gain  the  whole  of  the  advantage,  and  England 
would  be  exactly  as  she  was  before  the  trade  commenced. 
It  would  be  for  the  interest,  however,  of  Germany  herself  to 
keep  her  linen  a  little  below  the  value  at  whi.  h  it  could  be 
produced  in  England,  in  order  to  keep  herself  from  being 
supplanted  by  the  home  producer.  England,  therefore, 
would  always  benefit  in  some  degree  by  the  existence  of 
the  trade,  though  it  might  be  a  very  trifling  one." 

In  this  statement,  I  conceive,  is  contained  the  fii*st  ele- 
mentary principle  of  International  Values.  I  have,  as  is 
indispensable  in  such  abstract  and  hypothetical  cases,  sup- 
posed the  circumstances  to  be  much  less  complex  than  they 
really  are :  in  the  tii'st  place,  by  supi)re8sing  the  coi^t  of 
carriage :  next,  by  supposing  that  there  are  only  two  coun- 
tries trading  together ;  and  lastly,  that  they  trade  only  in 
two  commodities.  To  render  the  exposition  of  the  principle 
oomplete,  it  is  necessary  to  restore  the  various  circumstances 
thus  temporarily  left  out  to  simplify  the  argument.  Those 
who  are  accnstomcfl  to  any  kind  of  scientific  investigation 
will  probably  see,  without  formal  proof,  that  the  introduc- 
tion of  these  circumstances  cannot  alter  the  theory  of  the 
sabject.    Trade  among  any  number  of  countries,  and  in  any 
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number  of  coramndities,  mtiet  take  place  on  tbe  same  essen- 
tia! principicB  as  trade  lietween  two  countneB  and  in  two 
C'OninnKlities.  In  trod  i  icing  a  grenter  immber  of  agents  pre- 
cisely aiinibir,  cannot  cliange  tbe  law  of  tlieir  action,  ua 
mora  than  putting  additional  weights  into  the  two  scales 
of  a  balance  altere  the  law  of  gravitation.  It  alters  nothing 
but  the  nuniericiil  rcMilts.  For  more  complete  satisfaction, 
however,  we  will  enter  into  the  conipk'x  cases  with  the 
same  ]iartic\daiity  wilh  which  we  have  stated  the  simpler 


§  3.  Fii-st,  let  us  introduce  the  element  of  cost  of  car- 
riage, Tlie  chief  difference  will  then  be,  that  the  cloth  and 
the  linen  will  no  lunger  exchange  for  each  othei-  at  precisely 
the  same  rate  in  Imth  countries.  Linen,  having  to  be  car- 
rieil  to  England,  will  be  dearer  there  by  its  cost  of  carriage ; 
and  cloth  will  be  dearer  iu  Germany  by  the  cost  of  carrying 
if  from  F.nghitid,  Linen,  estimated  in  cloth,  will  be  dearer 
in  Eii;,'linid  than  in  Germany,  by  the  cost  of  carriage  of  both 
articles :  and  so  will  cloth  iu  Germany,  estimat(-d  in  linen. 
Suppose  that  the  cost  of  carnage  of  each  is  equivalent  to 
one  yard  of  linen ;  and  suppose  that,  if  they  could  have  been 
carried  willnuit  cost,  the  terms  of  interchange  would  have 
been  in  viir'U  of  cloth  for  17  of  linen.  It  may  seem  at  first 
that  eai'li  i-nuulry  will  pay  its  own  cost  of  carriage;  that  is, 
llic  carriiiiXL'  of  the  article  it  imports;  that  in  Germany  10 
yards  of  cintli  will  exchange  for  18  of  linen,  namely,  the 
original  17,  and  1  to  cover  the  cost  (jf  oaiTiage  of  the  cloth  ; 
while  in  England,  10  yards  of  cloth  will  only  purchase  16 
of  linen,  1  yaiil  being  deducted  for  the  cost  of  carriage  of 
the  linen.  This,  however,  cannot  be  atllirmed  with  certain- 
ty ;  it  will  only  be  trnc,  if  the  linen  which  the  English  con- 
sumers would  take  at  the  price  of  10  for  Ifi,  exactly  pays  for 
tbe  cloth  whicii  the  German  consumers  would  take  at  10 
fur  1*.  Tlie  values,  whatever  they  are.  must  establish  this 
equilibrium.  No  nhsulute  rule,  Ihercfnre.  can  be  laid  down 
for  the  division  of  tbe  coat,  no  more  than  for  the  diviaioD  of 
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the  advantage:  and  it  does  not  follow  that  in  whatever 
ratio  the  one  is  divided,  the  other  will  be  divided  in  the 
same.  It  is  impossible  to  say,  if  the  cost  of  carriage  could 
be  annihilated,  whether  the  prodficing  or  the  importing 
country  would  be  most  benefited.  This  would  depend  on 
tlie  play  of  international  demand. 

Ci«t  of  carriage  has  one  effect  more.  But  for  it,  every 
commoility  would  (if  trade  be  supposed  free)  be  either  regu- 
larly imported  or  regularly  exported.  A  country  would 
make  nothing  for  itself  which  it  did  not  also  make  for  other 
countries.  But  in  consecpience  of  cost  of  carriage  there  are 
many  things,  especially  bulky  articles,  which  every,  or  al- 
most every  country  produces  within  itself.  After  exporting 
the  things  in  which  it  can  em])loy  itself  most  a<lvantageou8- 
ly,  and  importing  those  in  which  it  is  under  the  greatest 
disadvantage,  there  are  many  lying  between,  of  which  the 
relative  cost  of  production  in  that  and  in  other  countries  dif- 
fers BO  little,  that  the  cost  of  carriage  would  absorb  more 
than  the  whole  saving  in  cost  of  production  which  would  be 
obtained  by  importing  one  and  exporting  another.  This  is 
the  case  with  numerous  commodities  of  common  consump- 
tion ;  including  the  coarser  qualities  of  many  articles  of  WhhI 
and  manufacture,  of  which  the  finer  kinds  are  the  subject 
of  extensive  international  traffic. 

§  4.  Let  us  now  introduce  a  greater  number  of  commod- 
ities than  the  two  we  have  hitherto  flU[>[>r»scd.  Let  cloth  and 
linen,  however,  be  still  the  articles  of  whi<*h  the  com]):ira- 
tivc  c^jflt  of  production  in  England  and  in  (rermany  ditfer 
the  most ;  bo  that  if  tliev  were  confine<l  to  two  commodities, 
these  would  be  the  two  which  it  would  be  most  tlieir  inter- 
est to  exchange.  We  will  now  again  omit  cost  of  earringe, 
which,  having  been  shown  not  to  affe<*t  the  essentials  of  the 
question,  does  but  embarrass  unnecessarily  the  statement 
of  it-  Let  US  suppose,  then,  that  the  denuuid  of  England  for 
linen  is  either  so  nuurh  greater  than  that  of  (Tcrmany  for 
doth,  or  so  much  more  extensible  by  cheapness,  that  if 

49 
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Eiiirlnnd  liml  no  commodity  but  cloth  wliioh  Gernianj 
wiiulii  tnkc\  rlie  demand  of  England  wonld  force  up  the 
tenufi  of  iiittTfliaiitie  to  10  yards  of  cloth  for  only  16  of 
linen,  so  tliiit  England  would  gain  only  the  ditference  bo- 
twwn  15  iiiid  Ifi,  (ii'pmany  the  difFerence  between  16  and 
20.  IJut  k-t  IIS  now  snjipoee  that  England  lias  also  anotlier 
I'omiiKidity,  say  iron,  wliii'h  is  in  demand  in  Germany,  and 
that  the  quimtity  nf  iron  which  is  of  equal  value  in  England 
with  10  yards  of  clotli,  (let  ns  call  this  quantity  a  hundred 
weight)  will,  if  pruducud  in  Germany,  cost  as  much  labour 
as  IS  yards  of  linen,  so  that  if  offered  by  England  for  17,  it 
will  undersell  the  German  jirnduc^er.  In  these  circunv 
stances,  linen  will  n*il  he  forced  up  to  the  rate  of  16  yards 
for  10  of  chitli,  hut  will  stop,  suppose  at  17  ;  for  althongli,  at 
that  rate  of  interchfingc.  Germany  will  not  lake  cnoiigti 
eloth  to  pay  for  all  the  linen  required  by  England,  she  will 
take  iron  for  the  remainder,  and  it  is  the  same  thing  to 
England  whether  she  gives  a  hundred  weight  of  iron  or  10 
yards  of  I'luth,  both  being  made  at  the  same  cost.  If  wc 
now  snperatld  coals  or  rottoiLS  on  the  side  of  England,  and 
wine,  or<-orn,  or  timber,  on  the  side  of  Germany,  it  will 
make  no  dift'creiice  in  the  principle.  Tlie  exports  of  each 
conntry  must  cxattly  jiay  for  the  imports  ;  meaning  now 
the  aggregate  exjiorts  and  imports,  not  those  of  particular 
cotnmiiditics  taki'U  singly.  Ilic  ]irodnce  of  fitVy  days  Eng- 
liah  labour,  whflher  in  cloth,  coals,  iron,  or  any  other  ex- 
ports, will  cxi'hange  fur  the  produce  of  forty,  or  fifty,  or 
sixty  days  German  labour,  in  linen,  wine,  corn,  or  timber, 
aeenrding  to  the  international  demand.  There  is  some  pro- 
]iortioii  lit  which  the  demand  of  the  two  eonntriea  for  each 
other's  products  will  e\ai'tly  correspond  ;  so  that  the  thinp 
s»])plied  liy  England  to  Germany  will  he  completely  paid 
for.  and  nu  more,  hy  those  sn]iplied  by  Germany  to  Eng- 
land. Tliis  accordingly  will  be  the  ratio  in  which  the  prod- 
uce of  English  aTnl  the  produce  of  German  labour  will  ex- 
change for  one  aiiiither. 

If,  thcrefiire,  it  be  asked  what  country  draws  to  itaelf  the 
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greatest  share  of  tlie  advantage  of  any  trade  it  carries  on, 
the  answer  is,  the  country  for  whoric  productions  tliere  is  in 
other  countries  the  greatest  demand,  and  a  demand  the 
most  susceptible  of  increase  from  additional  cheapness.  In 
so  far  as  the  productions  of  any  country  possess  this  proper- 
ty, the  country  obtains  all  foreign  commodities  at  less  cost. 
It  gets  its  imjxirts  cheaper,  the  greater  the  intensity  of  the 
demand  in  foreign  countries  for  its  exports.  It  also  guts  its 
imports  cheaper,  the  less  the  extent  and  intensity  of  its  own 
demand  for  them.  The  market  is  cheapest  to  those  whose 
demand  is-  small.  A  country  which  desires  few  foreign  pro- 
ductions, and  only  a  limited  quantity  of  them,  while  its  own 
commodities  are  in  great  request  in  foreign  countries,  will 
obtain  its  limited  imports  at  extremely  small  cost,  that  is, 
in  exchange  for  the  produce  of  a  very  small  quantity  of  its 
labour  and  capital. 

Lastly,  having  introduced  more  than  the  original  two 
commodities  into  the  hypothesis,  let  us  also  introduce  more 
than  the  orignial  two  countries.  After  the  demand  of  Eng- 
land for  the  linen  of  Germany  has  raised  the  rate  of  inter- 
change to  10  yards  of  cloth  for  16  of  linen,  suppose  a  trade 
opened  between  England  and  some  other  cM»untrv  which 
also  exports  linen.  And  let  us  suppose  that  if  England  had 
no  trade  but  with  this  third  country,  the  play  of  interna- 
tional demand  would  enable  her  to  obtain  from  it,  for  10 
yards  of  cloth  or  its  equivalent,  17  yards  of  linen.  She  evi- 
dently would  not  go  on  buying  linen  from  Germany  at  the 
former  rate :  Germany  wouhl  he  undereold,  and  nmst  eon- 
sent  to  give  17  yards,  like  the  other  country.  In  this  case, 
the  circumstances  of  production  and  of  <lemand  in  the  third 
country  are  supposed  to  be  in  themselves  more  advantageous 
to  -England  than  the  circumstances  of  GcM'many  ;  l)Ut  this 
supposition  is  not  necessary  :  we  migltt  suppose  that  if  the 
trade  with  Germany  did  not  exist,  England  wouhl  be 
obliged  to  g^ve  to  the  other  country  the  same  advantageous 
terms  which  she  gives  to  Germany  ;  10  yards  of  cloth  for 
lA,  or  even  less  than  16,  of  linen.     Ev<.»n  &tj,  the  opening  of 
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tlic  tiiiitl  t-oimlry  maltesa  great  differisiice  in  I'avotir  of  Eng- 
land. There  h  now  a  double  market  fur  Englisli  exports, 
while  the  demand  of  Eitglaml  for  linen  is  only  what  it  was 
bcibic.  This  nuiressarity  obtains  for  England  more  advan- 
tageous tertiid  of  interchange.  The  two  oiiuntries,  requiring 
much  more  of  her  jirodnie  than  was  required  by  either 
alone,  ninst,  in  oitler  to  obtidu  it,  force  an  increased  demand 
for  thfir  exports,  by  ultcring  them  at  a  lower  value. 

It  deBcrves  notice,  that  this  efleet  in  favour  of  England 
from  tlie  opening  of  another  market  for  her  exjiorts,  will 
f<jually  be  pnidnr-ed  even  tliougli  the  country  from  which 
tlic  ilfniiuid  i-tmics  slioiild  have  nothing  to  sell  which  Eng- 
land i>  willing  to  take.  Suppose  that  the  third  countrj", 
though  reipiiring  eloth  or  iron  fr<nn  England,  produces  no 
linen,  nor  any  other  article  which  is  in  demand  there.  She 
lii)wever  prtxluces  exportable  articles,  or  she  would  have  no 
means  of  paying  for  iniportd  :  her  exports,  though  not  suit- 
able to  the  English  consumer,  can  find  a  market  somewhere. 
As  wc  lire  (inly  snp]iosing  three  countries,  we  must  assume 
her  to  find  thin  niiirket  in  fiertnany,  and  to  pay  for  what  slie 
inijHu-ts  from  Ejiglanil  by  orders  on  her  Ocrman  customers. 
Germany,  thcrrforo,  be^iiics  liaviug  to  ji.iy  for  her  own  im- 
ports, now  owi'S  a  debt  to  England  on  account  of  the  third 
country,  and  the  ineani:  for  Iwth  pnrposes  must  be  derived 
froinbiTexpiirtablc  produce.  She  must  therefore  tender  that 
prodiLi'e  t.i  Kngbind  uti  Irrnis  snlllcicntiy  favourable  to  force 
a  dcirianil  i-(]iiivalent  to  tins  double  debt.  Everything  will 
take  place  prwisiily  as  if  llie  thir.l  country  had  bought  Get^ 
man  pn.dnce  with  her  own  gnod.s.  and  offered  that  produce 
to  Erjgland  in  exchungc  fur  hers,  There  is  an  increased 
demand  for  English  gouiis,  for  which  Ginnan  goods  have 
to  furni>h  the  payment :  ;ind  Ihiii  can  only  be  done  by  for- 
cing an  increased  demand  tor  tlicm  in  England,  that  is,  by 
lowering  their  value.  Thus  an  increase  of  demand  for  a  coun- 
try's expiirls  in  any  foreign  cnnntrv,  enaiilcs  her  to  obtain 
more  chc!i|>ly  even  those  tni]iorttf  which  she  procures  from 
other  (jujirters.     And  conversely,  an  increase  of  her  own 
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demand  for  any  foreign  commodity  compels  her,  eceteris 
paribus^  to  pay  dearer  for  all  foreign  commodities. 

The  law  which  we  have  now  illustrated,  may  be  appro- 
priately named,  the  Equation  of  Intematioiial  Demand.  It 
may  l>e  concisely  stated  as  follows.  Tlie  produce  of  a  coun- 
try exchanges  for  the  produce  of  other  countries,  at  such 
values  as  are  required  in  order  that  tlie  whole  of  her  expi»rts 
may  exactly  pay  for  the  whole  of  her  imports.  This  iaw 
of  International  Values  is  but  an  extension  of  the  more 
general  law  of  Value,  which  we  called  the  Ei^uation  of  Sup- 
ply and  Demand.*  We  have  seen  that  the  value  of  a  com- 
modity always  so  adjusts  itself  as  to  bring  the  demand  to 
tlie  exact  level  of  the  supply.  But  all  trade,  either  between 
nations  or  individuals,  is  an  interchange  of  commodities, 
in  which  the  things  that  they  respectively  have  to  sell,  con- 
stitute also  their  means  of  purchase :  the  sui)ply  brought  by 
the  one  constitutes  his  demand  for  what  is  brout^lit  by  the 
other.  So  that  supply  and  demand  are  but  another  expn^s- 
sion  for  reciprocal  demand  :  and  to  say  that  value  will  ad- 
just itself  so  as  to  equalize  demand  with  supply,  is  in  fact 
to  say  that  it  will  adjust  itself  so  as  to  e(iualize  the  demand 
on  one  side  with  the  demand  on  the  other. 

§  5.  To  trace  the  consequences  of  this  law  of  Interna- 
tional Values  through  their  wide  ramifications,  would  occu- 
py more  space  than  can  be  here  devote<l  to  such  a  [)urpose. 
But  there  is  one  of  its  applications  which  I  will  notice,  as 
being  in  itself  not  unimportant,  as  bearing  on  the  (juestion 
which  will  occupy  us  in  the  next  chapter,  and  eripecially  as 
condacing  to  the  more  full  and  clear  understanding  of  the 
law  itself. 

We  have  seen  that  the  value  at  which  a  country  pur- 
cfaases  a  foreign  commodity,  does  not  conform  to  the  cost 
of  production  in  the  country  fnan  which  the  <oinnn>dity 
cornea.     Suppose  now  a  change  in  that  co>t  of  production  ; 

improvement,  for  example,  in  the  prcx^ess  of  manufacture. 

*  Supra,  liook  iii.  chap.  ii.  g  4. 
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Will  the  benefit  of  the  improvement  be  fully  ieipated  in 
by  uther  countries  ?  Will  tlie  cumniodity  so  d  as  nindi 
cheaper  to  foreigner:*,  as  it  is  produced  cheaper  at  boniet 
Tliiii  (.jueiitioii,  iirid  the  considerations  wliich  must  be  entered 
into  in  order  to  resolve  it,  are  well  adapted  to  try  tlie  worth 
,  of  tbe  tlieory. 

Let  us  first  suppose,  that  the  improvement  Is  of  a  nature 
to  create  a  new  branch  of  export :  to  make  foreigners  resort 
to  the  eoiiiilry  for  a  commodity  which  they  had  previously 
proiluccd  at  home.  On  this  supposition,  the  foreign  demand 
for  the  proiliictioiiB  of  the  country  is  increased  ;  which  ne- 
eessarlly  alters  the  international  values  to  its  advantage,  and 
to  tile  distidvimtage  of  foreign  countries,  who,  therefore, 
tliough  llu'V  ]>«rtiei]iafo  in  the  benefit  of  the  new  product, 
must  piirchiiiw  lliiit  benefit  by  paying  for  all  tlie  other  pro- 
dnctiiins  of  the  country  at  a  liearer  rate  than  before.  How 
mucli  dearer,  will  dejiend  on  the  degree  necessary  for  re- 
('stsiblishiiij:,  under  these  new  conditions,  the  Equation  of 
Inleniutiniiiil  Denuuid.  These  consequences  follow  in  s 
very  olivious  nianm-r  from  tbe  law  of  international  values, 
and  I  t^liall  not  occupy  spaiT.  in  illustrating  them,  but  shall 
pass  to  the  more  frequent  case,  of  an  improvement  which 
does  not  create  a  new  article  of  export,  hut  lowers  the  cost 
of  production  of  MnnctlLing  which  the  country  already  ex- 
ported. 

It  bcinif  n(lv!inla;je.ms  in  discussions  of  this  complicated 
nature,  to  employ  definite  nnrnerieal  amounts,  we  shall  re- 
turn tn  (lur  orijiliial  e.\ami>le.  Ton  yards  of  eloth,  if  pro- 
(bleed  in  GiTtnany,  would  require  the  same  amount  of  la- 
bour and  ca]pit!il  as  twenty  yards  of  Hnen  ;  but,  by  the  play 
uriulcrnaliniinl  deinand.  they  can  be  obtained  from  England 
tiir  se\  I'iiii'T'U.  SM]i|"ise  umw.  that  by  a  meehanieal  improve 
nicnl  iiMilc  in  (Irnnatiy.  and  not  capable  of  being  trans- 
fcrri'd  I.)  Kii^Iand.  the  sauir  quantity  of  labour  and  capital 
whii-h  iiniilnced  t"-cnty  yui-ds  of  linen,  is  enabled  to  pro- 
duce thirty.  I.incn  falls  one-third  in  vjibic  in  the  German 
market,  as  cnnipared  with  other  conimodilica  produced  in 
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as  the  cheapness,  or  less  than  tlie  clieajmcss?  This  depends 
on  tlie  nature  of  the  pnrtienLir  coiiiniodit y,  and  on  the  tastes 
of  pnrehasei"8.  Wlieu  tlie  eonmiodity  is  one  in  general  re- 
«|i:est,  and  the  fall  of  its  priee  brinjcs  it  within  the  reaeh  of 
a  much  larger  elass  of  incomes  than  before,  the  demand  is 
often  increased  in  a  greater  ratio  than  the  fall  of  priee,  and 
a  lai^er  sum  of  money  is  on  the  whole  expended  in  the  ar; 
tide.  Such  was  the  case  with  eoffee,  when  its  priee  was 
lowered  bv  successive  reductions  of  taxation  ;  and  such 
would  i»robably  be  the  case  with  sugar,  wine,  and  a  large 
clai»  of  coumiodiiies  which,  though  not  necessaries,  are 
largely  consumed,  and  in  which  many  consumers  indulge 
when  the  articles  are  cheap  and  economize  when  they  are 
dear.  But  it  more  frequently  happens  that  when  a  com- 
modity falls  in  price,  less  money  is  6i)ent  in  it  than  before  : 
a  greater  quantity  is  consumed,  but  not  so  great  a  value. 
The  con^5umer  who  saves  money  by  the  cheapness  of  the  ar- 
ticle, will  be  likely  to  exj)end  part  of  the  saving  in  increas- 
ing his  (•onsumption  of  other  things :  and  unless  the  low 
price  attracts  a  largo  class  of  new  purchasers  who  were 
either  not  consumers  of  the  article  at  all,  or  onlv  in  small 
quantity  and  occasionally,  a  less  aggregate  sum  will  be  ex- 
pended on  it.  Speaking  generally,  therefore,  the  third  of 
our  three  cases  is  the  most  probable:  aiul  an  imj)rovcment 
in  an  exportable  article  is  likely  to  be  as  beneficial  (if  not 
more  beneficial)  to  foreign  countries,  as  to  the  country 
where  the  article  is  produced. 

§  6.  Thus  far  had  the  theory  of  internatiotial  valncij 
been  carried  in  the  fii'st  and  secon<l  (h1  it  ions  of  this  wr»rk. 
But  intelligent  criticisms,  and  subsequent  further  investigji- 
tioii,  have  shown  that  the  dcH-trine  stat<*<l  in  the  preceding 
pages,  though  correct  as  far  as  it  go«»s,  is  not  yr't  the  com- 
plete theory  of  the  subject  matter. 

It  has  l>een  shown  that  the  exports  and  inij^orts  l>etween 
tlic  two  conntries  (or,  if  we  su|»p<»se  more  than  two,  ]>etwcfcn 
each  comitry  and  the  world)  must  in  the  aggregate  jiay  for 
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Il  iiiiglit  liappeii,  liowevtT,  that  tliia  great  cheapening 
ot"  linen  woiiitl  increase  tlie  demand  tor  it  in  Englaud  in  a 
gruiiter  ratio  tbiin  tbe  iiici-eat^fj  of  cheajmfBS ;  and  that  if  sbc 
Wt'ore  wanted  lOiKI  times  17  yards,  die  would  now  require 
jiiort!  t!i!iu  1000  times  2i)J  yards  to  eatisfy  her  demand.  If 
fio,  tile  eqnatiijii  of  iuternationa!  demand  cannot  eetablJeli 
itadf  at  that  rate  uf  intL-ri:hange  ;  to  jiay  for  thii  linen  Eng- 
land must  offer  cloth  uii  more  advantageous  terms:  say,  fur 
txamjile,  10  yards  for  21  of  linen  ;  so  that  England  will  not 
have  the  full  benefit  of  the  iniprovenient  in  the  production 
of  linen,  while  Germany,  in  addition  to  that  benefit,  will 
also  p;iy  leas  fur  cloth.  But  again,  it  is  possible  that  Eng- 
land nii^ht  not  desire  to  inerease  her  eonaiimption  of  linen 
in  c\'eji  so  great  a  jiropurtion  as  that  of  the  increased  cheap- 
ness ;  she  might  not  desire  so  great  a  quantity  as  lOOO  times 
254  yards:  and  in  that  ease  Gerimniy  must  force  a  demand, 
by  offering  more  than  2.'»,i  yards  of  linen  for  10  of  cloth ; 
liueu  will  he  cheai)uned  in  England  in  a  still  greater  dt^ree 
than  in  Germajiy ;  while  Germany  will  obtain  cloth  on 
imu'e  uiifavoiinihle  terni:-,  and  at  a  higher  exchange  value 
than  heforc. 

After  what  has  alreaily  been  said,  it  is  not  necessary  to 
partieulanzc  the  manner  in  winch  these  results  might  be 
modified  by  introducing  into  the  hypothesis  other  countries 
and  other  Ciimmoditieri.  There  is  a  further  circumstance  by 
which  they  may  uUn  hi;  modifieil.  In  the  case  supiiosed, 
the  consuniL-rs  of  Gi'i-iiiany  have  had  a  part  of  their  incomes 
set  at  liberty  by  the  increased  cheapness  of  linen,  which 
they  may  indeed  expend  in  increashig  their  consumption 
of  that  article,  but  which  they  nniy,  likewise,  expend  in 
other  articles,  and  among  otbera,  in  elotli  or  other  im|iorted 
eiinimoditics.  This  woidd  be  iin  additional  element  in  the 
iniernational  demand,  and  would  modify  more  or  lees  the 
terms  of  iiiteiT-hangc. 

Of  ibc  thi'ce  possible  vnrieticM  in  the  influence  of  eheap- 
ni>f,  uii  di-nnnid.  whi.-b  i^  the  more  |>rol> able— that  the  de- 
nniin]  wmiM  ln'  im-reased  more  thiiii  the  cheapness,  as  much 
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as  the  cheapness,  or  less  than  tlie  eheajmess?  This  depemls 
on  tlie  nature  of  tlie  particular  coinniodity,  and  on  tlie  tastes 
of  pun.'liaiiei'S.  Whea  the  commodity  is  one  in  general  re- 
•|:;e:»t,  and  the  tall  o(  its  price  hrin<^  it  within  the  reaoh  of 
a  much  larger  class  of  incomes  than  before,  the  demand  is 
i»firen  increased  in  a  greater  ratio  than  the  fall  of  pri(!e,  and 
a  larger  sum  of  money  is  on  the  whole  exj)ended  in  the  ar- 
ticle. Such  was  the  case  with  coftee,  when  its  price  was 
lowered  by  successive  reductions  of  taxation  ;  and  such 
would  probably  be  the  case  with  sugar,  wine,  and  a  large 
class  of  commodiiies  which,  though  not  necessarii's,  are 
lanrelv  consumed,  and  in  which  manv  consumers  induljre 
when  the  articles  are  cheap  and  economize  when  they  are 
dear.  But  it  more  frecjuently  happens  that  when  a  com- 
modity falls  in  i)rice,  less  money  is  si)ent  in  it  than  before : 
a  greater  quantity  is  consumed,  but  not  so  great  a  value. 
The  consumer  who  saves  monev  bv  the  cheapness  of  the  ar- 
tide,  will  be  likely  to  expend  i>art  of  the  saving  in  increas- 
ing his  consumption  of  other  things :  and  unless  the  h)w 
pri<*e  attnwts  a  lai'go  class  of  new  purchasers  who  were 
either  not  consumers  of  the  article  at  all,  or  onlv  in  small 
quantity  and  occasionally,  a  less  aggregate  sum  will  be  ex- 
pended on  it.  Siicaking  generally,  therefore,  the  third  of 
our  tlm^e  cases  is  the  most  ]>rt»bable:  and  an  imi»rovement 
in  an  exportable  article  is  likely  to  be  as  beneficial  (if  not 
more  beneficial)  to  foreign  countries,  as  to  the  country 
where  the  article  is  produced. 

§  6.  Thus  far  had  the  theory  of  internatioTial  values 
Insen  carrier!  in  the  first  nn<l  st»cond  editions  of  this  work. 
But  intelligent  criticisms,  and  substupient  further  investiga- 
tion, have  shown  that  the  d(H*trine  stated  in  rh<*  preceding 
jMiges,  though  corre<'t  as  far  as  it  goes,  is  not  y<*t  the  <*om- 
plete  theory  of  the  subject  matter. 

It  has  been  shown  that  the  exptirts  and  imports  between 
tlie  two  countries  for,  if  we  sup]>ose  more  thati  two.  between 
each  country  and  the  world)  must  in  the  aggregate  pay  for 
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each  other,  itiiJ  iimst  tiiereforo  be  exeliaiigcd  for  one  another 
at  such  vahii'B  as  will  be  compatible  with  the  equation  of 
inti-Tiiiitionul  deniaiid.  Tliat  ttiis,  however,  does  not  furnish 
tlie  (!yui]il(ite  law  of  the  phunonn'non,  appears  from  the  fol- 
lowing eonsideration :  that  several  ditfui'cnt  rates  of  inter- 
national value  niaj-  all  equally  fulfil  the  coDditioiiB  of  this 
law. 

Tilt!  B 11  ["position  was,  that  England  could  produce  10 
jnrda  of  cloth  witli  the  same  labour  as  15  of  linen,  and  Ger- 
many with  tlie  same  labour  as  20  of  linen  ;  that  a  trade  was 
opened  between  the  two  countries ;  tliat  England  thence- 
forth confined  her  production  to  cloth,  and  Germany  to 
linen  ;  and  that,  if  10  yards  of  cloth  should  thenceforth  ex- 
change for  17  of  linen,  England  and  GiTmnuy  would  exact- 
ly supply  each  other's  demand :  that,  for  instance,  if  Eng- 
land wimted  at  that  price  17,000  yards  of  linen,  Germany 
would  want  esiictly  the  10,000  yards  of  cloth,  which,  at 
that  price,  Eufjlainl  would  he  required  to  give  for  the  linen. 
I'nder  these  siippoHitioiia  it  appeared,  that  10  cloth  for  17 
linen,  would  be,  in  point  of  fact,  the  iuternatiional  values. 

13ut  it  ie  quite  possible  that  some  other  rate,  such  ae  10 
cloth  fur  IS  liuen,  might  also  fulfil  the  conditions  of  the 
ei]Uution  of  intematiouai  demand.  Rupjio&e  that  at  this  la«t 
rale,  Euglanil  wimld  want  more  linen  than  at  the  rate  of  10 
for  IT,  but  lidt  in  tlie  ratio  of  the  chcapuess;  that  she  would 
lint  wiiiit  ihe  IS.OOii  which  she  eoiild  now  buy  with  10,000 
yards  of , -loth,  but  would  he  content  with  17,500,  for  which 
slie  would  p;iy  (at  the  new  rate  of  10  for  18)  9722  yards  of 
cloth,  Genniiny,  again,  having  to  pay  dearer  for  cloth 
(ban  when  it  cmihl  be  bought  at  10  for  17,  would  probably 
reihu-e  lier  cnnsiimptinn  to  an  aniimiit  lielow  10,000  yards, 
piThii]is  ti)  the  very  saiiio  number.  UTi'i.  I'nder  these  con- 
ditions tbe  Equation  of  Intenialionat  Demand  would  Still 
c.\i^t.  Thus,  tbe  rate  of  10  lur  17,  and  that  of  10  for  18, 
would  fijually  sali^ily  tbe  Equation  of  Demand;  and  many 
ofhui-  rates  of  iiileri'iiange  might  sutisfy  it  in  like  manner, 
It  in  'oiiceivable  that  tlie  ennditions  iiLight  be  equally  satis- 
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fied  by  every  numerical  rate  which  could  be  supposed. 
There  is  still  therefore  a  portion  of  iiideterniinateness  in  the 
rate  at  which  the  international  values  would  adjust  them- 
selves ;  showing  that  the  whole  of  the  influencing  circum- 
stances cannot  yet  have  been  taken  into  the  account. 

§  7.  It  will  be  found  tliat  to  supply  this  deficiency,  we 
must  take  into  consideration  not  only,  as  we  have  already 
done,  the  quantities  demanded  in  each  country,  of  the  im- 
ported commodities ;  but  also  the  extent  of  the  means  of 
supplying  that  demand,  which  are  set  at  liberty  in  each 
country  by  the  change  in  the  direction  of  its  industry. 

To  illustrate  this  point  it  will  be  necessary  to  choose 
more  convenient  numbers  than  those  which  we  have  hither- 
to employed.  Let  it  be  supposed  that  in  England  100  yards 
of  cloth,  previously  to  the  trade,  exchanged  for  100  of  linen, 
but  that  in  Germany  100  of  cloth  exchanged  for  200  of 
linen.  When  the  trade  was  opened,  England  would  supply 
cloth  to  Germany,  Germany  linen  to  England,  at  an  ex- 
change value  which  would  depend  i)artly  on  the  element  al- 
ready discussed,  viz.  the  comparative  degree  in  which,  in 
the  two  countries,  increased  cheapness  operates  in  inereusiug 
tlie  demand ;  and  partly  on  some  other  element  not  yet 
taken  into  account.  In  order  to  isolate  this  unknown  ele- 
ment, it  will  be  necessarv  to  make  some  definite  and  invari- 
able  supposition  in  regard  to  the  known  element.  Let  us 
therefore  assume,  that  the  influence  of  cheapness  on  demand 
conforms  to  some  simple  law,  comniou  to  both  countries 
and  to  both  commodities.  As  the  simplest  and  most  conve- 
nient, let  us  suppose  that  in  both  countries  any  given  in- 
crease of  cheapness  produces  an  exactly  proportional  in- 
crease of  consumption  :  or,  in  other  words,  that  the  value 
expended  in  the  commodity,  the  cost  incurred  for  the  sake 
of  obtaining  it,  is  always  the  same,  whether  tliiit  cost  affords 
a  greater  or  a  smaller  quantity  of  the  commodity. 

Let  OB  now  suppose  that  England,  jireviously  to  the 
tnul6|  reqaired  a  million  of  yards  of  linen,  which  were 
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worth,  at  llje  English  cost  of  production,  a  luillion  yards  of 
L-lotli.  My  iLii'iiiiig  all  tlii:  laboiti'  Aud  capital  witU  wiiicli 
tliat  liin;ii  Wiis  produced,  to  tiit:  production  of  cloth,  she 
would  pi'oduru  tui'  exportution  a  iiiilliuit  yards  of  clotb. 
Suppose  tliut  tliiti  i.s  tlm  exact  ijuantity  which  tieriiiauy  is 
accLintouiud  to  L-uiir^uiiie.  England  can  dispose  of  all  thij 
cloth  iti  Geriuuny  at  the  Gcriiiaii  ]mce ;  she  must  couseut 
indeed  tt.'  lake  a  little  Icus  until  she  has  driven  the  GeniiKU 
iiroducer  from  the  market,  hut  as  souu  a&  this  i&  etlected, 
she  eaii  sell  her  million  of  doth  for  two  uiiliions  of  linen; 
heing  the  quantity  that  the  Gennaii  clothiers  ai-o  eualtleil  to 
uiake,  hy  traiislcrriu^  tlieii-  whole  lahour  and  capital  from 
cloth  to  linen.  Thus  Eiiglaud  would  gain  the  whole  benefit 
of  the  trade,  and  Germany  nothing.  This  would  be  per- 
fectly coneiatent  with  the  e<[nation  of  iuternational  demand ; 
since  England  (according  to  thy  hypothesis  in  the  preceding 
paragraph)  now  rt'qinivs  two  millions  of  linen  {being  able 
to  get  them  at  the  same  cont  at  which  she  jireviously  ob- 
tained ijuly  one),  while  the  prices  in  Gennany  not  being  al- 
tered, Germany  rccpiires  us  before  exactly  a  million  of 
cloth,  and  can  obtain  it  by  eiii|iloying  the  labour  and  capi- 
tal set  at  liberty  from  the  production  of  cloth,  in  producing 
the  two  niiUioiiB  of  linen  reipiired  by  England. 

Thus  i'ar  we  hav<?  sujiposed  that  the  additional  cloth 
whi.-li  Kiighnid  conM  make,  by  franfilerring  to  cloth  Hie 
whole  of  llie  cMintul  ]irevinnsly  cmpioyeii  in  nnking  linen, 
was  exactly  siitH'-icrit  to  sup[ily  the  whole  of  Geriiiauy's 
existing  demnnrl.  Ibit  .su]ip.ise  next  that  it  is  more  than 
^ntficieiit.  Sup|".se  that  while  England  could  make  with 
her  liheratcd  ca)iilal  a  ndlliou  vanls  of  elotli  for  exportation, 
the  cloth  which  Gcrniiiny  hail  herelofoi-e  required  waa 
HUn.diill  yanU  only,  i^.piivalcnt  at  the  German  cost  of  pro- 
diiciiun  [■■  ],ii(io,(iiio  yrinJs  of  linen.  England  theretbre 
coulil  rn.l  lii-pnsr  of  a  whole  rjiillion  of  cloth  in  Germany  at 
the  (4ci'Miaii  |>rice.-i.  Yet  she  wants,  wliether  cheap  or  dear 
(by  oiLr  sii]i|»isiiion),  as  lunch  linen  as  can  be  bought  for  a 
million  of  cloth  :  and  since  this  can  orilv  he  obtained  from 
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Germany,  or  hy  the  more  expensive  i)roces8  of  ])ro<luctioTi 
at  home,  the  holders  of  the  million  of  cloth  will  be  forced 
by  each  other's  competitiou  to  offer  it  to  Germtiuy  on  any 
terms  (short  of  the  English  cost  of  pro<luction)  which  will 
induce  Gennany  to  take  the  whole.  What  terms  tliese 
would  he,  the  supposition  we  have  made  enables  us  exactly 
to  define.  The  8U0,0U()  yards  of  cloth  which  Germany  con- 
^nme<l,  cost  her  the  equivalent  of  1,600,000  linen,  and  that 
invariable  ermt  is  what  she  is  willing  to  exjiend  in  cloth, 
whether  the  quantity  it  obtains  for  her  be  more  or  less. 
Eni^land  therefore,  to  induce  Germanv  to  take  a  million  of 
cloth,  must  offer  it  for  1,000,000  of  linen.  The  international 
values  will  thus  be  100  cloth  for  160  linen,  intermediate  be- 
tween the  ratio  of  the  costs  of  production  in  England  and 
that  of  the  costs  of  production  in  Gerniany  :  and  the  two 
countries  will  divide  the  benefit  of  the  trade,  England  gain- 
ing in  the  aggregate  600,000  yard*  of  linen,  and  Germany 
l>eing  richer  by  200,000  additional  yards  of  clotli. 

Let  us  now  8tret(*h  the  last  supp«)sition  still  farther,  and 
suppose  that  the  cloth  previously  consumed  by  Germany 
was  not  onlv  less  than  the  million  yards  which  Euirland  is 
enabled  to  furnish  by  discontinuing  her  production  of  linen, 
])Ut  less  in  the  full  proportion  of  England's  advantage  in  the 
production,  that  is,  that  Germany  only  required  half  a  mil- 
lion. In  this  case,  by  ceasing  altogether  to  })roduce  cloth, 
Germanv  can  add  a  million,  but  a  million  onlv,  to  her  i»ro- 
duction  of  linen,  and  this  million  being  the  0([uivalent  of 
what  the  half  million  previously  cost  her,  is  all  that  she  can 
l)€  induced  by  any  degree  of  cheapness  to  exjKtnd  in  cloth. 
England  will  be  forced  by  her  own  comi>ctition  to  give  a 
whole  million  of  cloth  for  this  million  of  linen,  just  as  >\w 
WHg  force<l  in  the  preceding  case  to  give  it  f<»r  l,r,n(j,nO(). 
Bat  England  could  have  produced  at  the  same  eo>t  a  mil 
lion  yards  of  linen  for  herself.  England  theref'Tc  derives. 
in  this  case,  no  advantage  from  the  international  trade. 
Oermany  gains  the  whole  ;  obtaining  a  million  of  cloth  in- 
stead of  half  a  million,  at  what  the  half  million  previously 
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cost  her,  Germany,  in  short,  is,  in  this  third  case,  exactly 
ill  tlie  saiuo  rfhiatitm  as  England  was  in  the  first  case ;  wliicli 
may  easily  be  verified  by  reversing  the  tigiires. 

As  a  general  result  of  the  tliree  cases,  it  may  be  laid 
down  as  a  theorem,  that  under  the  Biipposition  we  have 
made  of  a  demand  exactly  in  proportion  to  the  cheapneeg, 
the  law  of  intenmtional  value  will  he  as  follows: — 

The  whole  of  the  doth  which  England  can  make  with 
the  capital  previously  dtivoted  to  linen,  will  exchange  for 
the  whole  of  tiie  linen  which  GeiTuany  can  make  with  the 
capital  previonsly  devoted  to  cloth. 

Or,  t^till  more  generally, 

The  whole  of  the  commodities  whieh  the  two  countriee 
can  respectively  maku  for  exportation,  with  the  labour  and 
capital  thrown  out  of  enijdoyriicnt  by  importation,  will  ex- 
change against  one  another. 

This  law,  and  the  three  different  possibilities  arising 
fpim  it  in  respect  to  the  division  of  the  advantage,  may  be 
eoiiveniently  generalized  by  means  of  algebraical  symbols, 
asfolh.wa:— 

Let  the  ijuantity  of  cloth  which  England  can  make  with 
the  labour  aiul  capital  withdrawn  from  the  production  of 
linen,  be  :^  n. 

Let  the  cloth  iircviousiy  rcqnircd  by  Germany  (at  the 
German  cosi  "f  production)  be  =  ni. 

Then  II  iif  clntli  will  alwavs  exchange  for  exactly  2m  of 
linen. 

Ciinsequently  if  )i=m.  the  whole  advantage  will  be  on 
the  side  tif  Engliirnl. 

If  n=2«),  tlie  wlmle  iidvanta^e  will  be  on  the  side  of 
Germany. 

If  n  be  greater  than  m.  but  less  (ban  2m,  the  two  coun- 
tries will  shan.'  the  advantage  ;  England  getting  2m  of  linen 
where  shi'  licl'nre  g<it  only  n  ;  Germany  getting  n  of  eloth 
where  she  before  got  only  m. 

It  is  almost  superiluous  to  observe  that  the  figure  3 
stands  where  it  docs,  only  because  it  is  the  figure  which  ex- 
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prc88C8  the  advantage  of  Germany  over  England  in  linen  as 
estimated  in  cloth,  and  (what  is  the  same  thing)  of  Enghind 
over  Germany  in  eloth  as  estimated  in  linen.  If  we  had 
flup{»osed  that  in  (Termany,  before  the  trade,  100  of  cloth 
exchanged  for  1000  instead  of  200  of  linen,  then  ?i  (after  the 
trade  commenced)  would  have  exchanged  for  10m  instead  of 
2w.  If  instead  of  I'-OO  or  200  we  had  supi>osed  only  150, 
n  would  liave  exchanged  for  only  ijm.  If  (in  fine)  the  cost 
value  of  cloth  (as  estimated  in  linen)  in  Germany,  exc'ccds 
the  c<jst  value  similarly  estimated  in  England,  in  the  ratio 
of  p  to  J,  then  will  w,  after  the  opening  of  the  trade,  ex- 
change for  '*7w.* 

*  It  may  be  ukcd,  why  we  have  Hupposeil  the  Dunit>er  n  to  have  as  its  ex- 
treme limitsi,  m  and  2  m  (c»r  '7/1)?  why  may  not  n  t)c  \wa  than  m,  Or  greater 
than  2m  ;  and  if  so,  what  will  l>e  the  result  f 

This  wc  Bball  now  examine,  and  when  we  do  so  it  will  api>ear  that  u  is 
always,  practically  speaking,  confined  within  these  limits. 

SupfioFC  for  example  that  n  is  less  than  m ;  or,  n^vcrting  to  onr  former 
figures,  that  the  million  yards  of  cK>th,  which  Knglund  i*un  make,  will  not  satisfy 
the  whole  of  Genuany*s  pre-existing  dcniand ;  that  demand  l>cing  (let  us  sup- 
p(NH*)  for  l,20l).00n  yanis.  It  wouhl  then,  at  first  sight,  a|»|N>iLr  that  Kiiginnd 
would  supply  <icnnany  with  cloth  up  to  the  extent  of  a  million  ;  that  (icnmniy 
would  continue  to  supply  hcrsi^lf  with  the  remaining  2nn,iMio  hy  home  pnMJuc- 
Uon :  tliat  this  j>ortion  of  the  supply  would  regulate  the  price  of  the  whole ;  that 
Eniflaiid  therefore  would  be  able  pemiunently  to  hcII  her  million  of  cli»th  at  the 
G^mian  cost  of  production  (viz.  for  two  millions  of  linen)  and  would  gain  the 
wbi4e  advantage  of  the  trade,  (>ennany  being  no  In'tter  off  than  1>efore. 

That  such,  however,  would  not  be  the  pra<'tical  result,  will  soon  l>c  evident. 
The  pesiduary  demand  of  (Jermany  for  2o»»,ono  yards  of  cloth  furnishes  a  re- 
ffwrco  to  Kngland  for  puriM>S4'S  of  foivign  trade  <if  whieli  it  U  still  her  inteiest 
lo  arail  herself;  and  though  she  ha*<  no  more  labour  and  capital  which  she  can 
vHhdrmw  from  linen  for  the  jirofhietion  of  this  extra  4|tiantity  nf  <-lMt)).  there 
must  be  some  other  commrKlities  in  which  Oemiany  h:ts  a  i<.>lative  ailvantaLr«> 
over  her  (though  perhafM  not  so  great  as  in  linen):  thc^e  she  will  now  itii|Hirt, 
Jnirt^iyH  of  prfNiucing,  and  the  hibour  and  capital  formerly  euiployed  in  prodix'ing 
than  will  be  transferrcfl  to  cloth,  until  the  retpiired  amount  is  niade  uj).  If  this 
tnimfer  juat  niaki^s  up  the  2<H>.fMH»  nnd  no  more,  this  auirniented  n  will  now  \h> 
eqatd  to  m;  England  will  h'U  the  whole  1.2<hi.(nh)  at  the  (lerman  values;  and 
win  itin  giin  the  whole  ailvantag«>  of  th**  trade.  But  if  the  transfer  makt>s  up 
Umd  the  200,000,  Enplaml  will  have  more  cloth  than  1,2<m;jhmi  ynnls  to 
';  n  will  bec^xne  greater  than  m.  and  England  luuat  part  with  enough  of  the 
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g  8.  Wc  have  DOW  arrivi.'d  at  what  eeeins  a  law  of  In- 
tcrniitiuiiiil  Valuus,  of  great  simpht-ity  and  generality.  But 
we  have  thmu  so  hy  setting  out  from  a  pnrely  arbitrary  hy- 
potlit'sis  resjnH;ti"g  Hie  relittiou  between  (leinaud  and  cheap 
noBS.  We  huve  iidrfinued  their  rehition  to  he  fixed,  though 
it  is  eBseiitiiilly  variahle.  We  have  supposed  that  every  in- 
trfjiae  of  eiieupiiess  produces  an  exactly  proportional  exten- 
sion of  demand  ;  in  other  wmds,  that  tiie  Biiine  invariahle 
viihie  is  laid  out  in  ii  ctimnioility  whether  it  lie  cheap  or 
dear;  and  the  hiw  whiih  we  have  investigaled  holds  good 
oidy  on  this  hypothesis,  or  Rome  other  practically  equiva- 
h'nt  to  it.  Let  us  now,  therefore,  eomhine  the  two  variable 
elements  of  the  qnestiun,  the  variations  of  each  of  which  we 
have  <-(iiisidered  separately.  Let  us  suppose  the  relation 
between  demand  and  cheapness  to  vary,  and  to  hecome 
sneh  as  wonld  prevent  the  rnlc  of  interchange  laid  down  in 
the  hist  theorem  from  sntistying  the  conditions  of  the  Equa- 
tion of  Interniitii>na!  Demand.  Let  it  he  supposed,  for  ir- 
staiico,  lliat  the  demand  of  Enjihmd  for  linen  is  exactly  pro- 
portionid  (o  the  elieiipness,  Imt  that  of  Gennany  for  cloth,  not 
proportional.  To  revert  to  the  second  of  onr  three  cases,  the 
case  in  which  KnplaTid  hy  diseontinning  the  production  of 
linen  eoiild  prodnee  for  exportation  a  million  yards  of  cloth, 
and  fienniiriv  hy  eeasiiif;  t'l  produce  cloth  etmld  produce  an 
adiiitioiiu!  1. lit  l(i,t  Mill  yards  of  linen.  If  the  one  of  these  quan- 
tities exai-lly  e\i-han;;ed  for  Ilio  other,  the  demand  of  Eng- 
litml  wonhl  on  our  present  sii]>position  he  exactly  satisfi' 
for  she  requires  all  the  linen  wliii-h  can  he  got  for  a  railli 
yards  of  cloth  :  hut  (iernianv  perhaps,  though  she  requireil 
KliO.IHIil  elotlL  af  a  cost  cquiv;dent  to  I,fi00,n00  linen,  yet 
when  she  can  fret  a  million  of  cloth  at  the  same  cost,  may 
Tint  r('<]oire  tlie  wIkiIc  million  ;  or  may  require  more  than  a 
loilliiiH.     Kir-t.  let  iier  not  require  eo  much;  hut  only  a« 

Rilvanliipii  III  inidii't'  (ipriiiii'iy  'n  lnl«"  thr  jiiqiluii.  Thus  ihe  caw  Bhipli  swniH 
St  fiiHl  sijflit  I"  lit'  licyiitii]  the  linjiL",  is  (ninKrormwl  iirni'licBlly  into  s  cs*c  pilhtr 
cniiiciilini;  nllli  nni-  o(  ili>'  limiu  or  iK'tovvn  Ibem.  And  w  iriih  everj  odxc 
i';i>L'  wliivll  OnTi  lit  Mlp]ii>»cil.  
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niach  as  she  can  now  buy  for  1,500,000  linen.  England 
will  still  offer  a  million  for  these  1,500,000,  but  even  this 
luay  not  induce  Germany  to  take  so  much  as  a  million ; 
and  if  England  continues  to  expend  exactly  the  same  ag- 
gregate cost  on  linen  whatever  be  the  price,  she  will  have 
to  submit  to  take  for  her  million  of  cloth  any  quantity  of 
linen  (not  less  than  a  million)  which  may  be  retjuisite  to 
induce  Germany  to  take  a  million  of  cloth.  Suppose  this 
to  be  1,400,000  yards.  England  has  now  reaped  from  the 
trade  a  gain  not  of  600,000  but  only  of  400,000  yards ; 
while  Gennany,  besides  having  obtained  an  extra  20U,- 
(HW  yards  of  cloth,  has  obtained  it  with  only  seven-eighths 
of  the  labour  and  capital  which  she  previously  expended  in 
supplying  herself  with  cloth,  and  may  expend  the  remain- 
der in  increasing  her  own  consumption  of  linen,  or  of  any 
other  commodity. 

Suppose  on  the  contrary  that  Germany,  at  the  rate  of  a 
million  cloth  for  1,600,000  linen,  requires  more  than  a 
million  yaixls  of  cloth.  England  having  only  a  million 
which  she  can  give  without  trenching  upon  the  (juantity 
she  previously  reserved  for  herself,  Germany  must  bid  for 
the  extra  cloth  at  a  higlicr  rate  than  100  for  KM),  until  she 
reaches  a  rate  (say  170  for  100)  which  will  either  bring 
down  her  own  demand  for  cloth  to  the  limit  of  a  million,  or 
else  tempt  England  to  part  with  some  of  the  cloth  she  pre- 
viously consumed  at  home. 

Let  us  next  supi>ose  that  the  pro])ortionality  of  demand 
to  cheapness,  instead  of  holding  go<Kl  in  one  country  but 
not  in  the  other,  does  not  hold  ^ood  in  cither  country,  and 
that  the  deviation  is  of  the  same  kind  in  l^oth  :  that,  fnr 
instance,  neither  of  the  two  in<'reases  its  di-mand  in  a  di;- 
gree  equivalent  to  the  increase  of  cliraj)ni*>s.  On  this  ^up- 
position,  at  the  rate  of  one  million  clnth  for  ],0O0/hh)  linen, 
£ngland  will  not  want  so  much  as  l,<;o(>,ni)U  linen,  n<>r  (icr- 
mauy  bo  much  as  a  million  cloth  :  and  if  they  fall  short 
of  that  amount  in  exactly  the  same  th'^^rei' ;  if  Kn^j^land  only 
wants   linen   to   the   amount   of   nine-tenths   of  l,6(>0,i>uO 
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(1,440,000),  and  Germany  only  nine  hundred  tlioiisand  of 
clotli,  the  interchange  will  conlinue  to  take  place  at  the  same 
ralp,  Ajid  so  il"  England  wants  a  tenth  more  than  1,600,- 
000,  and  Germany  a  tenth  nnji-e  than  a  million.  Tliis 
eoineidencc  (_wlii(^h  it  is  to  be  obsen-ed,  supposes  di'iuand  to 
extend  cheapness  in  a  eurrespondiiig,  but  not  in  an  equal 
degree*)  evidently  could  not  exist  unless  by  mere  accident : 
and  in  any  other  case,  the  etpiation  of  international  demand 
would  require  a  different  adjiit-tineiit  uf  international  values. 

The  only  geniral  taw,  then,  which  can  be  laid  down,  is 
this.  The  values  at  whieli  a  country  exebangce  its  produce 
witli  foreign  countries  depend  on  two  tilings:  first,  on  the 
amount  and  extensJhility  of  their  demand  for  its  commodi- 
ties, compared  with  its  demand  for  theirs;  and  secondly, 
on  the  capital  which  it  has  to  sjiare,  from  the  production 
of  domestic  commodities  fur  its  own  consumption.  Tlia 
more  the  foreign  demand  for  its  coirmiodities  exceeds  its 
demand  for  foreign  commodities,  und  the  less  capital  it  can 
Kp;ire  to  produce  for  foreign  markets,  compared  with  what 
foreigners  spare  to  prmUice  for  its  markets,  the  more  favour- 
aiile  to  it  will  be  the  ternis  of  iutcrcliange :  that  is,  the 
more  it  will  obtain  of  foreign  commodities  in  return  for  a 
given  quantity  of  its  own. 

But  these  two  intlnencing  circumstances  are  in  reality 
reducible  to  one;  fur  the  capital  which  a  country  has  to 
fipare  from  thi'  pmductii)n  of  domestic  commodities  for  its 
own  use,  is  in  proportion  to  its  own  demand  for  foreign  com- 
modities :  whatever  i»roportion  of  its  collective  income  it 
expends  in  purcluisca  from  iihroad,  that  same  proportion  of 
its  cajiital  is  left  without  a  Imme  ninrkct  for  its  productions. 
The  new  element,  therefore,  whit-li  for  the  sake  of  scientific 
correctness  we  have  inlrodnced  into  the  theory  of  intema- 
tioiirtl  values,  does  not  seem  to  make  any  very  material  dif- 
•  Tin-  iinTcisf  of  dfmflnil  fnmi  W»,(»<rt)  Hi  (100,000,  aad  thai  from  ■  milliMi 
In  1,410.000,  arc  noilhcr  e(|ual  in  [livnindrr^.i,  nor  bear  an  equnl  proportion  to 
til"  incrnwe  of  cliM|)ni'Si.  (icrmnny's  dtniiuid  for  oloth  hrw  increased  omv 
ei|Hlih,  wliile  the  chpapne^^t  in  meivased  inic-fiiiirtli.  En^luid'a  demand  for  Ibea 
ia  ii«Tija,-Ml  '14  |>i.T  ifiii,  iiliil.-  iln'  i.'ln'ii|iiu'»s  is  iiiiTfiiicd  00  pci'  cenL 
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brence  in  the  practical  result.  It  still  appears,  that  the  conn- 
ries  which  carry  on  their  foreign  trade  on  the  most  advan- 
BgeouB  terms,  are  those  whose  commodities  are  most  in  de- 
aand  by  foreign  countries,  and  which  have  themselves  the 
Miflt  demand  for  foreign  commodities.  From  whicli,  among 
ther  consequences,  it  follows,  that  the  ricliesit  countries, 
(Bietis  parihuSy  gain  the  least  ]>y  a  given  amount  of  foreign 
ommerce :  since,  having  a  greater  demand  for  commodities 
;enerally,  they  are  likely  to  have  a  gi*eater  demand  for  for- 
igu  commodities,  and  thus  modify  the  terms  of  interchange 
o  their  own  disadvantage.  Their  aggregate  gains  by  for- 
ign  trade,  doubtless,  are  generally  greater  than  those  of 
K)orer  countries,  since  they  carry  on  a  greater  amoimt  of 
ucli  trade,  and  gain  the  benefit  of  cheapness  on  a  larger 
onsumption :  but  their  gain  is  less  on  each  individual  ar- 
icle  consumed. 

§  9.  We  now  pass  to  another  essential  pai-t  of  the 
heory  of  the  subject.  There  are  two  senses  in  which  a 
ountry  obtains  commodities  cheaper  by  foreign  trade ;  in 
he  sense  of  Value,  and  in  the  sense  of  Cost.  It  gets  them 
hea[)er  in  the  first  sense,  by  their  falling  in  value  relatively 
0  other  things :  the  same  quantity  of  them  exchanging,  in 
he  country,  for  a  smaller  quantity  than  before  of  the  other 
•roduce  of  tlie  country.  To  revert  to  our  original  figures ; 
3  England,  all  consumers  of  linen  obtained,  after  the  trade 
ras  opened,  17  or  some  greater  number  of  yards  for  the 
ftme  quantity  of  all  other  things  for  which  they  before  ob- 
lined  only  15.  The  degree  of  cheapness,  in  this  sense  of 
be  term,  depends  on  the  laws  of  International  Demand,  so 
opiouBly  illustrated  in  the  preceding  sections.  But  in  the 
ther  Bonsc,  that  of  Cost,  a  country  gets  a  commodity 
heaper,  when  it  obtains  a  greater  quantity  of  the  com- 
lodity  with  the  same  expenditure  of  labour  and  capitjd. 
a  this  sense  of  the  term,  cheapness  in  a  great  measure  de- 
endfl  npon  a  cause  of  a  different  nature :  a  country  £:ets 
B  imports  cheaper,  in  proportion  to  the  general  productive- 
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ncsfi  of  its  domestic  industry  ;  to  the  general  elfieieney  of 
its  liiboiir.  Tlie  labour  of  one  couutry  may  be,  as  a  whole, 
much  more  efficient  than  that  of  another :  all  or  most  of  the 
(lommodities  capiiblu  of  being  produced  in  both,  may  be 
produced  in  one  at  less  absolute  cost  than  in  the  other; 
which,  as  we  have  seen,  will  not  necessarily  prevent  the  two 
countries  from  exchanging  eominoditieii.  The  things  which 
the  njorc  favoured  country  will  import  from  others,  are 
of  course  those  in  which  it  is  least  sujierior  ;  hut  by  import- 
ing them  it  acquires,  even  in  those  commodities,  the  same 
advantage  which  it  possesses  in  the  articles  it  gives  in  ex- 
change for  them.  Thus  the  countries  wliicb  obtain  their  own 
productions  lit  least  cost,  also  get  their  imports  at  leatst  cost, 

This  will  he  made  still  more  obvious  if  we  suppose  two 
competing  couutriea.  England  semis  cloth  to  Germany, 
and  gives  10  yards  of  it  for  17  yards  of  linen,  or  for  some- 
thing else  which  in  Germany  is  the  equivalent  of  those  IT 
yaitls.  Another  country,  as  for  example  France,  does  the 
same.  The  one  giving  10  yards  of  cloth  for  a  certain  quan- 
tity <  if  German  commodities,  so  must  the  other:  if,  there- 
fore, in  EiLglaiid,  the^e  10  yards  are  produced  by  only  half  as 
much  labour  as  that  by  which  they  are  produced  in  France, 
the  linen  or  other  commodities  of  Germany  will  cost  to 
England  oniy  half  the  amount  of  labour  whii-h  they  will  cost 
to  France.  Englaud  would  thus  obtain  her  imports  at  less 
cost  tliiin  Friuice,  in  the  ratio  of  the  greater  efBcicncy  of  her 
hib.jur  in  tlie  pniductiim  of  eliith  :  which  might  be  taken, 
iti  tiie  case  suppnsed,  as  on  npiiroximnte  estimate  of  the 
efficiency  of  her  lalmur  gencrrdly  ;  since,  France,  as  well  bb 
England,  by  riclucting  cloth  as  her  nrlicle  of  ex])ort,  would 
liitve  slnnvii  tlint  with  her  also  it  was  the  commodity  in 
wiii<-h  hiliour  was  rchitivcly  the  most  efficient.  It  follows, 
llicrefore.  that  every  countiy  gi^ts  its  imjKjrts  at  less  cost, 
in  |irM]iihi-tiiin  to  the  genera!  efficiency  of  its  labour. 

This  proposition  was  first  clearly  seen  and  expounded  by 
Mr.  Senior,  *  bul  only  as  applicable  to  the  importation  of  the 
•  TUrvf  LftLuiii  gii  ihe  L'i)3i  urOblaiiiLug  Money. 
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preciooB  metals.  I  thiiik  it  important  to  point  out  that  the 
propoeitiou  holds  equally  true  of  all  other  imported  commodi- 
ties; and  further,  that  it  is  only  a  portion  of  the  truth. 
For,  in  the  case  supposed,  the  cost  to  England  of  the  linen 
which  she  pays  for  with  ten  yards  of  cloth,  does  not  depend 
solely  upon  the  cost  to  herself  of  ten  yards  of  cloth,  but 
partly  also  upon  how  many  yards  of  linen  she  obtains  in  ex- 
change for  them.  What  her  impoiis  cost  to  her  is  a  function 
of  two  Tariables ;  the  quantity  of  her  own  commodities  which 
she  gives  for  them,  and  the  cost  of  those  commodities.  Of 
these,  the  last  alone  depends  on  the  efficiency  of  her  labour : 
the  first  depends  on  the  law  of  international  values ;  that  is 
on  the  intensity  and  extensibility  of  the  foreign  demand  for 
her  commodities,  compared  with  her  demand  for  foreign 
commodities. 

In  the  case  just  now  supposed,  of  a  competition  between 
England  and  France,  the  state  of  international  values  affected 
both  competitors  alike,  since  they  were  supposed  to  trade 
with  the  same  country,  and  to  export  and  import  the  same 
conmiodities.  The  difference,  therefore,  in  what  their  im- 
ports cost  them,  depended  solely  on  the  other  cause,  tfie  un« 
equal  efficiency  of  their  labour.  They  gave  the  .same  quan- 
tities ;  the  difference  could  only  be  in  the  cost  of  production. 
But  if  England  traded  to  Germany  with  cloth,  and  France 
witli  iron,  the  comparative  demand  in  Germany  for  those  two 
commodities  would  bear  a  share  in  determining  the  com- 
parative cost,  in  labour  and  capital,  with  which  England 
and  France  would  obtain  German  products.  If  iron  were 
more  in  demand  in  Germany  than  cloth,  France  would  re- 
coTer,  through  that  channel,  part  of  her  disadvantage ;  if  less, 
her  disadvantage  would  be  increased.  The  efficiency,  there- 
fore, of  a  country's  labour,  is  not  the  only  thing  which  deter- 
mines even  the  C08t  at  which  that  country  obtains  imported 
commodities — while  it  has  no  share  whatever  in  detei-mining 
either  tlieir  exchange  vcUuej  or,  as  we  shall  presently  see, 
Iheixjnice. 


CHAPTER  XIX. 

OF  MOXEY  COXSIDEFiED  AS  AN    IMPORTED  COMMODITY. 

§  1.  Tin:  dei^^ree  of  progress  which  we  have  now  made 
in  tlio  tlicory  of  I'oreigii  Trade,  puts  it  in  our  power  to  sup- 
ply wliat  was  previously  detleient  in  our  view  of  the  theory  of 
Monc'v  ;  and  this,  wlien  completed,  will  in  its  turn  enable  us 
to  conclude  the  subject  of  Foreign  Trade. 

Money,  or  tlie  material  of  which  it  is  composed,  is,  in 
(fFi^at  Ibitain,  and  in  most  other  countries,  a  foreign  commo- 
(h*ty.  Its  value  and  disti'ibution  must  therefore  be  regulated, 
not  by  fli(.'  law  of  value  which  obtains  in  adj'.cent  places,  but 
by  that  wliicli  is  ap])Hcablc  to  imported  commodities — the 
law  of  International  Values. 

In  the  discussion  into  which  we  are  now  about  to  enter,  I 
shall  use  the  terms  Moucv  and  the  Precious  Metals  indiscri- 
minatelv.  Tins  mav  be  done  without  leadins;  to  anv  error; 
it  haviiiL^  l)een  >]iown  that  the  value  of  money,  when  it  con- 
sists of  the  precious  metals,  or  of  a  paper  currency  convertible 
into  them  on  demand,  is  entirely  governed  by  the  value  of  the 
metals  themselves :  from  which  It  never  permanently  differs, 
except  l)y  the  cx[»ense  of  coinage  when  this  is  paid  by  the 
individmd  and  not  bv  the  state. 

^loney  is  bi'ouicht  into  a  eountry  in  two  different  ways. 
It  is  imported  (chietly  in  the  form  of  bullion)  like  any  other 
merchandize,  as  beincr  Jni  advantaireous  article  of  commerce. 
Tt  i>  mIso  imported  in  its  other  character  of  a  medium  of 
exclijui^e,  to  ]>ay  some  debt  due  to  the  country,  either  for 
goods  ex]>orted  or  on  any  other  account.     There  are  other 
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wayB  in  which  it  may  be  introduced  casually ;  these  are  the 
two  in  which  it  is  received  in  the  ordinary  couree  of  business, 
and  which  determine  its  value.  The  existence  of  these  two 
distinct  modes  in  which  money  flows  into  a  country,  while 
other  commodities  are  habitually  introduced  only  in  the  first 
of  these  modes,  occasions  somewhat  more  of  complexity  and 
obscurity  than  exists  in  the  case  of  other  commodities,  and 
for  this  reason  only  is  any  special  and  minute  exposition 
necessarv. 

§  2.  In  so  far  as  the  precious  metals  are  imiK)rted  in  the 
ordinary  way  of  commerce,  their  value  must  depend  im  the 
same  causes,  and  conform  to  the  same  laws',  as  tlie  value  of 
any  other  foreign  production.  It  is  in  this  mode  chiefly  that 
gold  and  silver  diffiise  themselves  from  the  mining  countries 
into  all  other  parts  of  the  commercial  world.  They  are  the 
staple  commodities  of  those  countries,  or  at  least  are  among 
their  great  articles  of  regular  export;  and  are  shipped  on 
speculation,  in  the  same  manner  as  other  exjiortable  com* 
modities.  The  quantity,  therefore,  which  a  country  (say  Eng- 
land) will  give  of  its  own  produce,  for  a  certain  quantity  of 
ballion,  will  depend,  if  we  suppose  only  two  countries  and 
two  commodities,  upon  the  demand  in  p]ngland  for  bullion, 
compared  with  the  demand  in  the  mining  country  (which  we 
will  call  Brazil)  for  what  England  has  to  give,  lliey  must 
exchange  in  such  proportions  as  will  leave  no  unsatisfied 
demand  on  either  side,  to  alter  values  by  its  competition. 
The  bullion  required  by  England  must  exactly  pay  f«)r  the 
cottons  or  otlier  English  commodities  reijuired  by  Brazil.  If, 
however,  we  substitute  for  this  6im]>licity  the  degree  of  com- 
plication which  really  exists,  the  oijuation  of  international 
demand  must  be  established  not  between  the  bullion  waiite<l 
in  England  and  the  cottons  or  broadcloth  wanted  in  Brazil, 
bat  between  the  whole  of  the  imports  of  England  and  the 
whole  of  her  exports.  Tlie  demand  in  foreign  countries  for 
English  products,  must  be  brought  into  equilibrium  with  tlu^ 
demand  in  England  for  the  products  of  foreign  countries ;  an^l 
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all  foreign  commodities,  bullion  anioDg  the  rest,  must  be 
exi'haiiged  against  Eiiglisii  products  in  such  proportiona,  as 
will,  liv  tlie  uHW-t  tliL'v  produce  on  the  demand,  establisli  ihia 
eipiililmiiiji. 

Tlieru  is  notliing  iu  tlie  peculiar  nature  or  uses  of  the 
precious  metab,  wliieli  should  mako  them  an  exception  to 
the  general  principlea  of  demand.  So  far  as  they  are 
wanted  for  purposes  of  luxury  or  the  arts,  the  demand  in- 
creases  with  tlie  cheapnei^s,  in  the  same  irregular  way  as 
the  demand  I'ur  any  other  commodity.  Su  far  as  they  are 
required  fcii-  money,  the  demand  increases  with  the  cheap- 
ness in  a  pcrtVftlv  regular  way,  tlie  quantity  needed  being 
always  in  invci'se  jiroportion  to  the  valnu.  This  is  the  only 
real  difference,  in  respect  to  demand,  hetween  money  and 
other  things ;  imd  for  the  present  purpuse  it  is  a  difference 
aitogctlier  iinmatiTiid. 

Money,  tlien,  if  imported  solely  as  a  merchandize,  will, 
like  utlier  imported  eoiumo()itic's,  be  of  lowest  value  in  the 
countries  for  whose  exports  there  is  the  gre-atest  foreign  de- 
mand, and  which  have  themselves  the  least  demand  for 
foreign  eonmiodities.  To  these  two  circumstances  it  is  how- 
ever ncce^saiy  to  add  two  others,  which  jiroduce  their  effect 
through  cost  of  ciirriage.  The  cost  of  obtiiiriing  bullion  is 
compmimled  i>f  two  ehniients;  the  goods  given  to  purchase 
it,  and  the  exjioMsi!  of  trant-port ;  of  which  last,  the  bullion 
countries  will  heiir  a  p:ii1,  I'lliough  an  uncertain  part,)  in 
the  adjnstuieiit  »i  interiintiuiia!  values.  Tlie  expense  of 
transport  is  partly  that  of  earrving  tlie  goods  to  the  bullion 
countries,  and  partly  that  of  hringing  hack  the  bullion: 
bolh  these  items  are  inrtuenced  hy  the  distance  from  the 
mines ;  and  tlie  foi-mer  is  nUo  nmch  affected  by  the  bulki- 
ness  of  the  goods.  Countries  whose  exportable  produce 
eotisista  of  the  liner  mamifaeturrs,  obtain  bullion,  as  well  as 
all  other  foreifjn  articles,  erf,'; fix  jxirih'is,  at  less  expense 
than  couHtrieH  which  exjKirt  nolhing  but  bulky  raw  produce. 

To  he  qu'te  aecuratu,  tlierefore,  we  must  say — Tlie 
couutriea  whose  cxportahh;  pi-oductions  are   moet   in  do- 
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inand  abroad,  and  contain  greatest  value  in  Bniallest  bulk, 
which  are  nearest  to  the  mines,  and  wliicli  have  least  de- 
mand for  foreign  i)roductions,  are  those  in  which  money 
will  be  of  lowest  value,  or  in  other  words,  in  which  prices 
will  habitually  range  the  highest.  If  we  are  speaking  not 
of  the  value  of  money,  but  of  its  cost,  (that  is,  the  quantity 
of  the  country's  labour  which  must  be  expended  to  obtain 
it,)  we  must  add  to  these  four  conditions  of  chea])ness  a  tiflth 
condition,  namely,  "  whose  productive  industry  is  the  most 
efficient/-  This  last,  however,  does  not  at  all  affect  the 
value  of  money,  estimated  in  commodities :  it  affects  the 
general  abundance  and  facility  with  which  all  things,  mon* 
ey  and  commodities  together,  can  be  obtained. 

Although,  therefore,  Mr.  Senior  is  right  in  pointing  out 
the  great  efficiency  of  English  labour  as  the  chief  cause  why 
the  precious  metals  are  obtained  at  less  cost  by  England  than 
bv  most  other  countries,  I  cannot  admit  that  it  at  all  ac- 
counts  for  their  being  of  less  value  ^  for  their  going  less 
far  in  the  purchase  of  commodities.  This,  in  so  far  as  it  is 
a  fact,  and  not  an  illusion,  must  be  occasioned  by  the  gieat 
demand  in  foreign  countries  for  the  staple  commodities  of 
England,  and  the  generally  unbulky  cliaracter  of  tho:ic  cf>rn 
modities,  compared  with  the  com,  wine,  timber,  sn^ar, 
wool,  hides,  tallow,  hemp,  flax,  tobacco,  raw  cotton,  &c., 
which  fonn  the  exjH)rt8  of  other  commercial  countries. 
These  two  causes  will  account  for  a  somewhat  higher  ran<?e 
of  general  prices  in  England  than  elsewhere,  notwithstanding 
the  counteracting  influence  of  her  own  great  demand  for 
foreign  comm<Klities.  I  am,  however,  strongly  of  opinion 
that  the  high  prices  of  commodities,  and  low  jiunliasing 
power  of  money  in  England,  are  more  ai>i>arent  than  real. 
Food,  indeed,  is  somewhat  dearer ;  and  food  composes  fo 
large  a  portion  of  the  exi>enditure  when  the  income  is  small 
and  the  family  largt?,  that  to  such  families  England  is  a 
dear  country.  Services,  ali-o,  of  most  descriptions,  are 
dearer  than  in  the  other  countries  of  Europe,  from  tlie  less 
costly  mode  of  living  of  the  poorer  classes  on  the  Continent. 
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But  manufactured  commodities  (except  mo8t  of  tbose  in 
whicii  good  taale  is  required)  are  det-idedly  cheaper;  or 
would  be  BO,  if  buyers  would  be  content  with  tlie  eame 
quality  of  material  and  of  workmanship.  What  is  called 
the  dearnoBs  of  living  in  England,  is  mainly  an  affair  not 
of  necessity  hut  of  foijlir^h  custom  ;  it  being  thought  impera- 
tive by  all  flasses  in  England  above  the  condition  of  a  daj- 
lahourcr,  that  the  things  they  consume  should  either  be  of 
the  same  quality  with  thoite  used  by  much  richer  people, 
or  at  least  should  be  as  nearly  as  possible  undistinguisLable 
from  tlieni  in  outwurd  appeanuice. 

g  II.  l'*Mni  ilie  ]irc(-i'ding  coniiiderutioiis,  it  appears  that 
those  are  grcnily  in  error  who  eoulcnd  that  the  value  of 
money,  in  countrie*  when;  it  ie  an  imported  commodity, 
must  be  cniirely  regnhtttid  by  its  value  in  the  countries 
which  produce  it ;  and  Ciuniot  be  raised  or  lowered  in  any 
(■ernianent  nniriiu'r  unless  aonic  change  has  taken  place  in 
tlic  ciir^t  of  ]ir.i(hiclion  at  the  mines.  On  the  contrary,  any 
circuniftiiiu'e  wtiicli  di>tiirbft  the  equation  of  inteniational 
demand  wilii  respect  to  a  partictdsir  country,  not  only  may, 
hilt  must,  ufl'ci't  the  value  of  money  in  that  country — its 
value  at  the  mines  remaining  the  same.  Tlie  opening  of  a 
new  brancli  of  export  trade  from  England  ;  an  int-rease  in 
tiie  foreign  demaml  for  English  products,  either  by  the  nat- 
ural course  of  events  or  by  the  abrogation  of  duties;  a 
check  to  the  demand  in  England  for  foreign  commodities, 
by  the  laying  on  of  im]nirt  duties  in  England  or  of  export 
duties  elR-wherc  ;  these  and  all  oilier  events  of  similar  ten- 
dcni'v.  woidd  make  the  imports  of  England  (bullion  and 
other  tilings  taken  togcllier)  no  longer  an  cijuivalent  for  the 
exports;  and  the  countries  which  take  her  exports  would 
lie  obliged  to  "Her  their  comTiiotlities,  and  bullion  among 
the  rest,  on  ehejii)er  tenns,  in  order  to  re-establish  the  equa- 
tion of  demand:  and  thus  England  would  obtain  money 
cheaper,  and  would  acquire  a  generally  higher  range  of 
priE-es.     Incidents  the  reverse  of  these  would  produce  effects 
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the  revcree — would  reduce  prices ;  or,  in  other  words,  raise 
the  value  of  the  precious  uietals.  It  must  be  observed, 
however,  that  money  would  be  thus  raised  in  value  only 
with  respect  to  home  eonunodities :  in  relation  to  all  im- 
ported articles  it  would  remain  as  before,  since  their  vahies 
would  be  affected  in  the  same  way  and  in  the  same  degree 
with  its  own.  A  country  which,  from  any  of  the  causes 
mentioned,  gets  money  cheaper,  obtains  all  its  other  inr 
ports  cheaper  likewise. 

It  is  by  no  means  necessary  that  the  increased  demand 
for  English  commodities,  which  enables  England  to  suj)j>ly 
lierself  with  bullion  at  a  cheaper  rate,  should  be  a  demand 
in  the  mining  countries.  England  might  export  nothing 
whatever  to  those  countries,  and  yet  might  be  the  country 
which  obtained  bullion  from  them  on  the  lowest  terms,  pro- 
vided there  were  a  sufficient  intensity  of  demand  in  other 
foreign  countries  for  English  goods,  which  would  be  paid 
for  circuitously,  with  gold  and  silver  from  the  mining  coun- 
tries. Tlie  whole  of  its  exports  are  what  a  country  ex- 
changes against  the  whole  of  its  imports,  and  not  its  exports 
and  imports  to  and  from  any  one  country  ;  an<l  the  general 
foreign  demand  for  its  productions  will  determine  what 
equivalent  it  must  give  for  imported  goods,  in  order  to  es- 
tablish an  equilibrium  between  its  sales  and  purchases  gen- 
erally ;  without  regard  to  the  maintenance  of  a  similar 
equilibrium  between  it  and  any  country  singly. 


CIIAPTEK  XX.  ' 

OF   THE   FOREICN   EXCHANGES. 

§  1.    "^^'e  have  thus  fiir  considered  the  preeiona  metaU  u 

a  cuiumuditj',  importi'd  like  nthr-r  com  modi  ties  in  the  com- 
iiioti  course  of  trade,  and  have  examined  wliat  are  tliecir 
cumstaiiccs  whicli  would  in  that  ease  determine  their  valu& 
But  those  metals  are  also  imported  in  another  character, 
that  whifh  hehinga  to  them  as  a  medium  of  exchange;  not 
as  an  article  of  eonnnerce,  to  be  sold  for  money,  but  as 
themselves  money,  to  pay  a  debt,  or  effect  a  transfer  of 
property.  It  i-emjiiiis  to  consider  whether  the  liability  of 
gold  and  silver  to  be  transported  from  country  to  country 
for  such  jiurposes,  in  any  way  modifies  the  conclusions  ve 
have  already  arrived  at,  or  places  those  metals  under  a 
different  law  of  value  from  thiit  to  which,  in  common  with 
all  other  imported  connnodities,  they  would  be  subject  if 
iiiteriijitional  Inidc  were  an  affair  of  direct  barter. 

Money  i<i  Bent  from  one  country  to  another  for  various 
pui-poses  :  such  as  tlie  payment  of  tributes  or  subBidies ;  re- 
inittances  of  reveinie  lo  or  fmm  dependencies,  or  of  rents  or 
other  incomes  to  their  absent  tiwiiers;  emigration  of  capi- 
tal, or  transminHrfn  of  it  for  foreign  investment.  Tlie  most 
usual  piirj'ose,  however,  is  that  of  payment  for  goods.  To 
show  in  what  circumstances  money  actually  passes  from 
country  to  country  for  this  or  any  of  the  other  purposes  men- 
tioned, it  is  necessary  briefly  to  ctate  the  nature  of  the  niecbau- 
isni  by  which  international  trade  is  carried  on,  when  it  take* 
place  not  by  barter  but  through  the  medium  of  money. 
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§  2.  In  practice,  the  exports  and  imports  of  a  country 
not  only  are  not  exclianged  directly  agaiudt  each  other,  but 
often  do  not  even  pass  through  the  same  hands.  Each  is 
separately  bought  and  paid  for  with  money.  We  have 
seen,  however,  that,  even  in  the  same  country,  money  does 
not  actually  pass  from  hand  to  hand  each  time  that  pur- 
chases are  made  with  it,  and  still  less  does  this  happen  be- 
tween different  countries.  The  habitual  mode  of  paying 
and  receiving  payment  for  commoilities,  between  country 
and  country,  is  by  bills  of  exchange. 

A  merchant  in  England,  A,  has  exported  English  com- 
modities, consigning  them  to  his  correspondent  B  in  France. 
Another  merchant  in  France,  C,  has  exported  French  com- 
modities, snpiKMse  of  equivalent  value,  to  a  merchant  D  in 
England.  It  is  evidently  unnecessary  that  B  in  France 
bhould  send  money  to  A  in  England,  and  that  D  in  Eng- 
land should  send  an  equal  sum  of  money  to  C  in  France. 
The  one  debt  may  be  applied  to  the  payment  of  the  other, 
and  the  double  cost  and  risk  of  carriage  be  thus  saved.  A 
draws  a  bill  on  B  for  the  amount  which  B  owes  to  him  :  D, 
having  an  equal  amount  to  pay  in  France,  buys  this  bill 
from  A,  and  sends  it  to  C,  who,  at  the  expiration  of  the 
nnm)>er  of  days  which  the  bill  has  to  run,  presents  it  to  B 
for  payment.  Thus  the  debt  due  from  France  to  England, 
and  the  debt  due  from  England  to  France,  are  both  paid 
without  sending  an  ounce  of  gold  or  silver  from  one  coun- 
try to  the  other. 

In  this  statement^  however,  it  is  supposed,  that  the  sum 
of  the  debts  due  from  France  to  England,  and  the  sum  of  those 
dae  from  England  to  France,  are  equal ;  that  each  country 
has  exactly  the  same  number  of  ounces  of  gold  or  silver  to  j>ay 
and  to  receive.  This  implies,  (if  we  exclude  for  the  present 
Eny  other  international  payments  than  those  occurring  in 
the  course  of  commerce,)  that  the  exports  and  imports  ex- 
actly pay  for  one  another,  or  in  otlier  w«)r<ls,  that  the  equa- 
tion of  inteniational  demand  i>  established.  When  sucli  is 
the  &ct,  the  international  transactions  are  liqui<1ate<1  with- 
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out  the  passage  of  any  money  Irom  one  country  to  the 
other.  Hut  if  ihure  is  a  gieater  sum  due  from  England  to 
Frantje,  than  id  duu  from  France  tn  England,  or  vice  vertd, 
the  del)l6  osinnot  be  Biui]ily  written  off  against  one  another. 
After  the  one  has  been  ai)jilied,  as  far  as  it  will  go,  towards 
covering  the  other,  llie  balance  must  be  transmitted  in  the 
precious  metals.  In  jioint  of  fact,  the  merchant  who  has  the 
amount  to  pay,  will  even  then  pay  lor  it  by  a  hill.  When 
a  pci'sou  has  a  remittance  to  make  to  a  foreign  country,  he 
docB  not  himself  search  for  some  who  has  money  toreceive 
from  that  ctiuntry,  and  ash  hiiti  for  a  bill  of  exchange.  In 
this  iiB  in  ulhcr  hranchea  of  business,  there  is  a  class  of  mid- 
dlemen or  brnkei'8,  wlio  bring  buyers  and  sellers  together, 
or  ijtimd  between  tliem,  buying  bills  from  those  who  have 
money  to  receive,  and  eelliug  bills  to  those  who  have  money 
to  i>ay.  When  a  customer  cunics  to  a  broker  for  a  bill  on 
Paris  or  Amttcrdaiii,  the  broker  sells  to  him,  perhaps  the 
bill  he  may  hiniself  have  bought  that  morning  from  a  mer- 
(.■haul,  perhaps  a  hill  on  hi»  own  correspondent  in  the  for- 
eign cily  :  ;ind  to  enable  his  corrfS[)on(ient  to  pay,  wheu 
due,  all  the  bills  he  bus  granted,  he  ivmits  to  him  all  tlioso 
which  he  has  bnuglit  and  haR  util  resold.  In  this  manner 
tlie.se  brokers  lake  upon  theni:ielves  the  whole  Bettlement 
iif  tlie  pe<'nniary  transactions  between  distant  places,  being 
reUHiiier.ited  by  a  small  eonnnii-siori  or  ]iercentage  on  the 
anu.iiiit  uf  eaiYi  bill  wliieli  they  either  sell  or  buy.  Now, 
if  the  brokerf.  iiiid  ilinl  tliey  are  asked  tor  bills  on  the  one 
piirt,  to  a  gi-ciiter  amnuiit  tiiau  bills  arc  offered  to  them  on  the 
other,  tiiey  do  not  on  this  ai'connt  refuse  to  give  them  ;  but 
siiLce,  in  that  casi-.  ilu  y  Inive  no  means  of  enabling  the  qot- 
reh|nindciitii  on  wlnnii  their  bill^  are  drawn,  to  pay  them 
when  due,  exeejit  by  traiiwriining  jiart  of  the  amount  in 
yold  or  silver,  tbey  reipiire  from  those  to  whom  they  sell 
billo  an  adilitional  ]iriee,  sufHcient  lo  cover  the  freight  and 
insuraiire  nf  Ihe  jrnhl  and  silver,  with  a  ]'rotit  sufficient  to 
cotiipcnsatc  them  for  iheir  tronlile  and  for  the  temporary 
uccnpatliin  uf  a  portion  of  their  capital.     This  premium  (as 


THE  FOREIGN  KXCUANCiES.  175 

it  is  called)  the  buyers  are  willing  to  pay,  becau.se  they  iiiiut 
otherwise  go  to  the  expense  of  reniilting  the  precious  metals 
themselves,  aud  it  is  done  cheaper  by  those  who  make 
doing  it  a  part  of  their  es[)eL'ial  business.  But  though  only 
some  of  those  who  hare  a  debt  to  i)ay  would  have  actually 
to  remit  money,  all  will  be  obliged,  by  each  other's  competi- 
tion, to  pay  the  premium  ;  and  the  brokci*s  are  for  the  >ianc 
rt*ason  ohliged  to  j»ay  it  to  those  whose  bills  they  buy.  Tlie 
reverse  of  all  this  happens,  if  on  the  (-(miparison  of  expoits 
tmd  imports,  the  country,  instead  of  having  a  balance  to 
j)ay,  has  a  balance  to  receive.  The  brokers  tind  more  bills 
offered  to  them,  than  are  sufficient  to  cover  those  which  they 
are  required  to  grant.  Bills  on  foreign  countries  conse- 
quently fall  to  a  discount ;  and  the  competition  among  the 
brokers,  which  is  exceedingly  active,  i)revent8  them  from 
retaining  this  discount  as  a  profit  for  themselves,  and  obliges 
them  to  give  the  benefit  of  it  to  those  who  buy  the  bills  for 
purposes  of  remittance. 

Let  us  sui)pose  that  all  countries  had  the  same  currency, 
as  in  the  progress  of  political  improvement  they  one  day  will 
liave :  and,  as  the  most  familiar  to  the  reader,  though  not  the 
best,  let  us  suppose  this  currency  to  be  the  English.  AVJien 
England  had  the  same  number  of  j)ounds  sterling  to  pay  to 
Fra!ice,  which  France  had  to  pay  to  her,  one  set  of  merchants 
in  England  would  want  bills,  and  another  set  would  have  bills 
to  disp<i8e  of,  for  the  very  same  number  of  pounds  sterling ; 
and  eonscKjuently  a  bill  on  France  for  lOU/.  would  sell  for 
exactly  100/.,  or,  in  the  phraseology  of  merchants,  the  ex- 
change would  be  at  j)ar.  As  France  also,  on  this  supposition, 
would  have  an  equal  number  of  pounds  sterling  to  j^ay  and 
to  receive,  bills  on  Englan<l  would  be  at  j>ar  in  France,  when- 
ever bills  on  France  were  at  par  in  England. 

If,  however,  England  had  a  larger  sum  to  i)ay  to  France 
dian  to  receive  from  her,  there  would  be  persons  requiring 
billfl  on  France  for  a  greater  number  of  pounds  sterling  than 
there  were  bills  drawn  l»y  i»ersons  to  wh(im  money  was  due. 
A  bill  on  France  for  100/.  would  then  sell  for  more  than  Kmi/., 
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and  bills  would  be  said  to  be  at  a  premium.  Tlie  premium, 
liowevtr,  could  not  exceed  the  cost  and  risk  of  making  tlie 
reiuittiiiiec  iu  gold,  together  with  a  trifling  profit;  because 
if  it  did,  tlie  debtor  would  Bead  the  gold  itself,  iu  preference 
to  buying  the  bill.  - 

II',  on  the  contrary,  England  had  more  money  to  rereiva 
f.o.ii  Frnnee  tbiin  to  pay,  there  would  be  bills  offered  for  * 
yrealer  inimber  uf  jiouiids  than  were  wanted  for  remittance, 
and  the  jiriee  of  bills  would  fall  below  par:  a  bill  for  100/. 
might  be  bought  for  somewhat  less  than  IWil.,  and  bills  would 
be  said  to  be  at  a  discount. 

■When  Englunl  bus  mure  to  pay  than  to  receive,  France 
has  more  to  receive  than  to  pay,  and  vice  vend.  When, 
therefore,  in  Etigland,  bills  on  France  bear  a  premium,  then, 
in  France,  bills  on  England  are  at  a  discount:  and  when 
bills  on  France  ave  at  a.  discount  in  England,  bills  on 
Eiighind  arc  at  a  premium  in  France.  If  they  arc  at  par 
in  either  cnuntrv,  they  me  so,  as  we  have  already  seen,  in 
both. 

Thup  do  mattcre  stand  between  countries,  or  places,  which 
Lave  the  same  currency.  So  raucii  of  barbaris^m,  however, 
still  remains  in  the  transactions  of  the  most  civilized  natious, 
thai  almost  all  imiciieiident  conntric's  elioose  to  assert  their 
niiti'iiiality  by  biivinjj:,  to  tlieir  own  inconvenience  and  that 
ol'lhcir  n('i;jhbours,  n  jiccnliar  currency  of  their  own.  To 
our  prcsi'iit  pnrpiisc  this  nnikes  no  other  dilfercuee,  than  that 
iusloiid  of  spciikiufi  of  eijii.i!  sums  of  money,  we  have  to 
speak  of  eq'iirulcid  sums.  By  Cijuivalent  sums,  when  both 
currencies  are  composed  of  the  same  metal,  are  meant  sums 
whreli  contain  exactly  the  same  quantity  of  the  metal,  in 
weight  and  fineness ;  but  when,  as  m  the  case  of  France  and 
Eughmd,  the  mcials  are  ditfercnt,  wlmt  is  meant  is  that  the 
fliiiintity  of  goM  in  llic  one  sum,  and  the  quantity  of  silver 
ill  tlic  ullier,  are  of  llic  same  vulite  in  the  general  market  of 
lliL-  \v..rlil :  tlicre  being  im  material  dillerciice  between  one 
y\&w  and  annlbur  in  the  nlativc  value  of  these  metals. 
Piip]iosc 25  franc- 1.1  be  las  within  a  trifling  fraction  it  ia) 
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the  eqniTalcnt  of  a  pound  sterling.  The  debts  and  credits 
of  tlie  two  countries  would  be  equal,  when  the  one  owed  as 
many  times  25  francs,  as  the  other  owed  pounds.  When 
this  was  the  case,  a  bill  on  France  for  2500  francs  would  be 
worth  in  England  100/.,  and  a  bill  on  England  for  100/. 
would  be  worth  in  France  2500  iVancs.  The  exchange  L? 
tlieu  said  to  be  at  par:  and  25  francs  (lu  reality  25  francs 
and  a  tritle  more)*  is  called  the  par  of  exchange  with  Fiance. 
When  England  owed  to  France  more  than  the  equivalent 
of  what  France  owed  to  her,  a  bill  for  2500  fmncs  would 
be  at  a  jiremium,  that  is  would  be  worth  more  than  loOL 
When  France  owed  to  England  more  than  the  equiv- 
alent of  what  England  owed  to  France,  a  bill  fur  25(K) 
francs  would  be  worth  less  than  100/.,  or  would  be  at  a  dis- 
count. 

When  bills  on  foreign  countries  are  at  a  premium,  it  is 
customary  to  say  that  the  ex(*hanges  are  against  the  country, 
or  unfavourable  to  it.  In  order  to  undersiand  these  phrases, 
we  must  take  notice  of  what ''  the  exchange''  in  the  language 
of  merchants,  really  means.  It  means  the  power  which 
the  money  of  the  country  has  of  purchasing  the  money  of 
other  countries.  Supi)08ing  25  francs  to  bt^  thc^  exact  par 
of  exchange,  then  when  it  requires  more  than  100/.  to  buy  a 
bill  for  2500  francs,  100/.  of  English  money  are  worth  less 
than  their  real  equivalent  of  French  money:  and  this  is 
called,  an  exchange  unfavourable  to  England.  The  only 
persons  in  England,  however,  to  whom  U  is  really  unfavour- 
able, are  those  who  have  money  to  pay  in  France ;  for  they 
come  intcj  the  bill  market  as  buyt^rs,  and  hav(;  to  pay  a  pn*- 
mium ;  but  to  those  who  have  m<»ney  to  receive  in  France, 
the  same  state  of  things  is  favourable;  for  they  come  as 
Bellen  and  receive  the  premium.  The  premium,  however, 
indicates  that  a  balance  is  due  bv  Knirhmd,  which  muht  be 


•  Written  before  the  chango  in  tho  lolmivr*  value  of  tli*'  two  mctaln  pro- 
dieed  by  the  gold  dii<coTeri<*j«.  The  par  of  excluincrv  )»rt«-c(.*n  poM  and  silver 
enrmcies  b  now  Yariable,  and  no  one  can  foresee  at  wliat  point  it  will  ultiniately 
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cvuiilually  liquidated  in  tlic  precious  niehds;  and  since, 
Bfcoiiiiiig  to  tile  old  dieorj',  tlie  heuetit  of  a  trade  (joiieisted  in 
bringing  monuy  into  the  country,  tliia  prujudiL-e  introducrtl 
tilt'  prac-tifeofc-idliiig  the  cxuhango  favourable  when  it  indi- 
cated a  balance  to  ridcelve,  and  nnfjivourahle  when  it  indicated 
one  to  pay :  and  tlie  plirases  in  turn  tended  to  maintain  tlie 
prejudice. 

g  n.  It  might  be  supposed  at  iirst  eight  that  when  the 
excliiuigc  is  unfavourable,  or  in  otlier  wonis,  when  bills  are 
at  a  preiiiinni,  the  premium  must  always  amount  to  a  fnll 
equivalent  furtbeci>st  of  transmitting  money :  since,  as  tlieru 
is  really  a  balaiii-e  tu  pay,  and  as  the  full  coat  must  therefore 
be  incurred  by  Pome  of  tliose  who  have  remittances  to  make, 
their  conqietitiun  will  compel  all  to  submit  to  an  equivalent 
sttcritii-e.  And  suih  would  eertainly  he  the  case,  if  it  were 
always  necessary  that  whatever  is  destined  to  be  paid  ^ihonld 
he  paid  iunnediatuly.  The  expectation  of  great  and  iumie- 
(iiute  foreign  payments  sometimeB  jiroduees  a  most  startling 
etfcct  on  the  exi'lianges.*  13ut  a  siuall  exeess  of  imptjrts 
above  exports,  or  any  othor  small  amount  of  debt  to  be  paid 
to  foreign  countrii'S.  does  not  usually  aft'ect  the  exchanges  to 
the  full  extent  of  the  cost  and  risk  of  transporting  bullion. 
The  length  of  credit  alhiwed,  generally  permits,  on  the  part 
of  scime  of  the  debtors,  a  ]>i)«tpiinement  of  payment,  and  in 
the  mean  time  the  balance  may  turn  the  other  way,  and  rt- 

'  On  thp  ni'WS  (.1'  Buiiniinrlc^  ranciilic  Cnmi  Ellin,  ihe  priec  uf  billK  BiiT4n«d 
in  niiP  iliiv  a>  niHrii  as  ti'n  |ipr  cftit.  'T  fourst'  Ihis  premium  was  not  a  ihbi* 
HluivBicTit  fur  (viBl  lif  Mrrinfli',  siiuv  llie  I'n-iuhl  of  BUth  iin  arlieli:  w  gold,  ew* 
wltli  thr  wldUinti  of  wm-  iiisiirali.'P.  coiiM  novi^r  linvf  nmoiinlcrt  w  bo  much. 
This  gn-Ki  [irii'ii  wnK  nil  riiiiiviil.'nt  not  for  llip  diffii'iilij  of  scnilins  Rold,  but  for 
till'  KnIici|iiHi>.l  (lilTlpiiItv  of  iiropiirni?  it  lo  min.l ;  Ihp  ptpectalion  beiog  Om 
tlnTi-  wniilil  1«?  sm'li  imnn-nw  i*iiii(Wnfea  to  Ihe  Conlinput  in  BUbsidicB  ltd  tat 
till-  *iiiiport  nf  aniiir-B.  m  woulil  iitrw"  linni  iin  the  b(i>i:Ii  of  bullion  in  tlie  i-oinitiT 
Iwliil^l.  u'tis  llipn  .'niMy  .lunu-li'il  ol'  siwvie).  nn.l  tliia.  too,  iii  a  shorter  time  ihu 
wiiilil  alio*  nfir^  licltiH  rcpli-nifitied.  Acponii(i(!ly  the  prii'P  nf  lion  rose  like- 
viW',  «ilh  till-  "iimn  fiiiMpnnpw,  It  i<i  hMnlly  necMmry  lo  aiy  tul  tbii  look 
plnrr  iliirinj-  llir<  iiiiiil<  riHtriL-lion.  In  H  mnTprtiMe  state  of  the  cnrreocj,  M 
■utli  itiliiK;  L'uulil  liuVL'  iHturitfil  until  llie  Hunk  Mlopiivd  pttynienL 
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Store  the  equality  of  delits  and  credits  without  any  acttual 
transmission  of  the  metals.  And  this  is  the  mure  likely  to 
happen,  as  there  is  a  self-adjusting  power  in  the  variations  of 
the  exchange  itself.  Bills  are  at  a  premium  because  a  greater 
money  value  has  been  imported  than  exported.  But  the 
premium  is  itself  an  extra  profit  to  those  who  export. 
Besides  the  price  they  obtain  for  their  goods,  they  draw  for 
the  amount  and  gain  the  premium.  It  is,  on  the  other  hand, 
a  diminution  of  profit  to  those  who  import.  Besides  the 
price  of  the  goods,  tliey  have  to  pay  a  i)remium  for  remit- 
tance. So  that  what  is  called  an  unfavourable  exchange  is 
an  encouragement  to  export,  and  a  discouragement  to  import. 
And  if  the  balance  due  is  of  small  amount,  and  is  the  conse- 
4uence  of  soine  merely  casual  disturbance  in  the  ordinary 
course  of  trade,  it  is  soon  liquidated  i!i  commodities,  and  the 
account  adjusted  by  means  of  bills,  without  the  transmission 
of  any  bullion.  Not  so,  however,  when  the  excess  of 
im{K>rts  above  exports,  which  has  made  the  exchange  un- 
favourable, arises  from  a  permanent  cause.  In  that  case, 
what  disturlied  the  equilibrium  must  have  been  the  state  of 
prices,  and  it  can  only  be  restored  by  acting  on  ])rices.  It 
is  imp<jssible  that  prices  should  be  such  as  to  invite  to  an 
excess  of  im{K)rts,  and  yet  that  the  exports  should  be  kept 
pennanently  up  to  the  imports  by  the  extra  j)rofit  on  expor- 
tation derived  from  the  prenn'um  on  bills;  for  if  the  exports 
were  kept  up  to  the  imports,  bills  wouhl  not  be  at  a  premium, 
and  the  extra  profit  would  not  exist.  It  is  through  the 
prices  of  commodities  that  the  coirection  nmst  be  adminis- 
tered. 

Disturbances,  therefore,  of  the  equilibrium  of  imports  and 
exports,  and  consequent  disturbances  of  the  exchange,  may 
be  considered  as  of  two  classes ;  the  one  ca.-ual  or  accidciilal, 
which,  if  not  on  too  largr*  a  scale,  cornrt  tliL-m^elves  through 
the  premium  on  bills,  without  any  transmi.-sii>n  of  the  pre- 
ciouB  metals;  the  other  arisitig  fmrn  the  general  state  of 
prices,  which  cannot  be  correcti*d  without  the  subtraction  of 
actual  money  from  the  circulation  of  one  of  the  countriefls 
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an  annihilation  of  credit  eqnivalent  to  it;  etnce  the  mere 
transmission  of  bullion  (as  distiiiguislied  ftom  money),  not 
having  any  effect  on  prices,  is  of  no  avail  to  abate  the  cause 
from  wliidh  the  diattirbance  proceeded. 

It  remains  to  ofiserve,  tliat  the  exchanges  do  not  depend 
on  the  balance  of  debts  and  credits  with  each  country  fieps- 
rately,  but  witli  all  countries  taken  together.  England  may 
owe  a  balance  of  payments  to  France ;  but  it  does  not  tbllow 
that  the  exchange  with  Franco  will  be  against  England,  and 
that  bills  on  France  will  be  at  a  jiremium ;  because  a  balance 
may  be  due  to  England  from  Holland  or  Hamburg,  and  she 
may  pay  her  debts  to  France  with  bills  on  those  places ;  which 
is  technically  called  arbitration  of  exchange.  There  is  some 
little  additional  expense,  partly  commission  and  partly  loea 
of  interest  in  settling  debts  in  this  circuitous  manner,  and  to 
the  extent  of  that  small  diflerenee  the  exchange  with  one 
country  may  vary  apart  from  that  with  others;  but  in  the 
main,  the  exchanges  witli  all  foreign  conntries  vary  together, 
according  as  the  country  has  a  balance  to  receive  or  to  pay 
on  the  general  result  of  its  foreign  transactions. 


CHAPTEE  XXL 

OF  THE  DISTRIBUTION  OF  THE  PRECIOUS  METALS  THROUGH 

THE  COMMERCIAL  WORLD. 

§  1.  Hating  now  examined  the  mechanism  by  which  the 
commercial  transactions  between  nations  are  actually  conduct- 
ed, we  have  next  to  inquire  whether  this  mode  of  conducting 
them  makes  any  difference  in  the  conchisions  respecting  in- 
ternational values,  which  we  previously  arrived  at  on  the 
hypothesis  of  barter. 

Hie  nearest  analogy  would  lead  us  to  presume  the  nega- 
tive. We  did  not  find  that  the  intervention  of  money  and 
its  substitutes  made  any  difference  in  the  law  of  value  as 
applied  to  adjacent  places.  Things  which  would  have  been 
equal  in  value  if  tlie  mode  of  exchange  had  been  by  barter, 
are  worth  equal  sums  of  money.  The  introduction  of  money 
is  a  mere  addition  of  one  more  commoditv,  of  which  the  value 
is  r^ulated  by  the  same  laws  as  that  of  all  other  commodities. 
We  shall  not  be  surprised,  therefore,  if  we  find  that  inter- 
national values  also  are  determined  bv  the  same  causes 
under  a  money  and  bill  system,  as  they  would  be  under  a 
system  of  barter ;  and  that  money  has  little  to  do  in  the 
matter,  except  to  furaish  a  convenient  mode  of  comparing 
values. 

All  interchange  is,  in  substance  and  effect,  barter :  who- 
ever sells  commodities  for  money,  and  with  that  money  buys 
other  goods,  really  buys  those  goixls  with  hit  own  commod- 
ities. And  so  of  nations:  their  trade  is  a  mere  exchange  of 
exports  for  imports ;  and  whetluT  money  is  employed  or  not, 
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tliinga  are  only  in  their  permanent  state  when  the  exports 
and  imports  exactly  pay  for  each  other.  When  this  ie  the 
case,  equal  sums  of  nioiiBy  arc  due  from  each  country  to  the 
other,  the  debts  are  settled  by  bills,  and  there  is  no  balance 
tu  be  paid  in  the  pi-et-ioiis  metals.  The  trade  is  in  a  state 
like  Ihiit  whieh  is  calle<l  in  mechanics  a  condition  of  stable 
equilibrium. 

But  the  process  by  which  things  are  brought  back  to 
this  state  when  they  happen  to  deviate  from  it,  is,  at  least 
outwardly,  not  the  same  in  a  barter  system  and  in  a  money 
system.  Under  the  first,  the  country  which  wants  more 
imjKirts  than  its  exports  will  pay  for,  roust  offer  its  exports 
at  a  cheaper  rate,  as  the  sole  means  of  creating  a  demand 
for  them  sufficient  to  re-establish  the  equilibriuni.  When 
money  is  used,  the  comitry  seems  to  do  a  thing  totally  dif- 
ferent. She  takes  the  additional  imports  at  the  a:Lme  price 
ae  before,  and  as  she  exports  no  equivalent,  the  balance  of 
payiiieiils  turns  against  her;  the  exchange  becomes  unfa- 
vouralile,  mid  the  difference  has  to  be  paid  in  money.  This 
ia  in  a])pear^n(e  a  very  distinct  operation  from  the  former. 
Let  us  HOC  if  it  differs  in  its  essence,  or  only  in  its  mechanism. 

Let  the  country  which  has  the  balance  to  pay  be  Eng- 
land, and  the  country  wliich  receives  it,  France.  By  this 
trHnsmi-.-^Ii>n  of  the  precious  metals,  the  quantity  of  the  cnr- 
I'l'iicy  is  diruini^titil  in  England,  and  increased  in  France. 
Tlii>  I  am  iit  libiTty  to  assume.  As  wc  shall  see  hereafter, 
it  would  111'  II  vciy  erroneous  assumption  if  made  in  regard 
lo  <if/  payments  of  intenialional  balances.  A  balance  which 
liiifi  only  to  l>e  paid  once,  such  as  the  payment  made  for  an 
exti'a  importation  of  curn  in  a  season  of  dearth,  may  be  paid 
from  hoards,  lU'  from  the  reserves  of  hankers,  without  act- 
ing oil  the  ciri-nlaliiin.  But  we  are  now  supposing  that 
there  i-i  jiil  excess  of  imports  over  exports,  arising  from  the 
fact  ihiit  the  cijinitiun  of  iiitcrnatioual  demand  is  not  yet 
(■stabli>!ied  :  flmt  there  is  at  tlie  ordinary  prices  a  pernia- 
netit:  demand  in  England  for  more  Fi-encb  goods  than  tlie 
English  goods  required  in  France  at  the  ordinary  prices  will 
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pay  for.  When  this  is  the  case,  if  a  change  were  not  made 
in  the  prices,  there  would  be  a  perpetually  renewed  balance 
to  be  paid  in  money.  The  imports  require  to  be  perma- 
nently diniiuitthed,  or  the  exports  to  be  increased ;  which 
can  only  be  accomplished  tlirough  prices  ;  and  hence,  even 
if  the  balances  are  at  first  paid  from  hoards,  or  by  the  ex- 
portation of  bullion,  they  will  reach  the  circulation  at  last, 
for  until  they  do,  nothing  can  stop  the  drain. 

When,  therefore,  the  state  of  prices  is  such  that  the 
equation  of  international  demand  cannot  establish  itself,  the 
coiuitry  requiring  more  imports  than  can  be  paid  for  by  the 
exports ;  it  is  a  sign  that  the  country  has  more  of  the  pre- 
cious metals  or  their  substitutes,  in  circulation,  than  can 
permanently  circulate,  and  must  necessarily  part  with  some 
of  them  before  the  balance  can  be  restored.  The  currency 
is  accordingly  contracted  :  prices  fall,  and  among  the  rest, 
the  prices  of  exi>ortable  articles;  for  which  accordingly, 
there  arises,  in  foreign  countries,  a  greater  demand  :  while 
imported  commodities  have  possibly  risen  in  price,  from 
the  influx  of  money  into  foreign  countries,  and  at  all  events 
have  not  participated  in  the  general  fall.  But  until  the  in- 
crea:<ed  cheapness  of  English  goods  induces  foroiirn  coun- 
tries to  take  agi"eaterpecuniary  value,  or  until  the  increased 
dearness  (positive  or  comparative)  of  foreign  g<)o<ls  makes 
England  take  a  less  ]>ecuniary  value,  the  cx{)orts  of  England 
will  be  no  nearer  to  paying  for  the  imports  than  before,  and 
the  stream  of  the  pre(rious  metals  whi<'h  had  l>egun  to  flow 
out  of  England,  will  still  flow  ou.  This  efflux  will  continue, 
until  the  fall  of  prices  in  Englan<l  brings  within  reach  of  the 
foreign  market  some  commo<lity  which  Enghmd  did  not 
previously  send  thither ;  or  until  the  redm-cd  price  <>f  the 
tilings  which  she  did  send,  has  forced  a  demand  al^road  for 
asaflScient  quantity  to  i)ay  f<ir  tlu*  imports,  aided,  ))erhaps, 
by  a  reduction  of  the  English  demand  tor  torriixn  goods, 
through  their  enhanced  price,  either  positive  or  comparative. 

Now  this  is  the  very  pHxri-ss  which  t<»ok  j»lace  on  our 
original  supposition  of  barter.     Not  only,  therefore,  dues 
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tlic  trade  between  nations  tend  to  the  game  equilibrium  be- 
tween exports  and  importe,  wlitther  money  is  employed  or 
not,  but  the  means  by  wliicli  tliis  equilibiium  is  establlelied 
are  essentially  tliL'  same.  The  country  whose  exports  are 
not  sufficient  to  pay  for  lier  imports,  offers  them  on  cheaper 
terms,  until  she  succeeds  in  foi-cing  the  necessary  demand : 
in  other  words,  the  Equation  of  International  Demand, 
nuder  a  money  system  as  well  as  under  a  barter  system,  is 
the  law  of  international  trade.  Every  country  exports  and 
imports  the  very  same  tliiny«,  and  in  the  very  same  quan- 
tity, under  the  one  system  as  under  the  other.  In  a  barter 
system,  the  trade  gravitates  to  the  point  at  which  the  sum 
of  the  iuiports  exactly  exchanges  for  the  sum  of  the  exports: 
in  a  money  system,  it  gravitates  to  the  point  at  which  tlie 
Bum  of  the  imports  and  the  sum  of  the  exports  exchange 
for  the  same  quantity  of  money.  And  since  things  which 
are  equal  to  the  same  thing  are  eqnal  to  one  another,  the 
exports  and  imports  which  are  equal  in  money  price,  would, 
if  money  were  not  used,  pre<asely  exchange  for  one  another.* 

"  Tiie  siiljlijintnl  cxlrncl  from  Ihc  st'iranite  Esauj-  prcTioualy  rercircd  to,  will 
givo  eanie  oiisiMaiicc  in  rulliining  llic  roiinii!  ol'  the  jihenomena.  It  m  adapted 
tn  the  ininginarT  chsc  nwd  Tor  ilUiati-ation  Itirouj'hniit  ibat  Essay,  the  ctae  el  i 
trailL'  belwoen  Enfilnnd  anil  ficrniaiiy  in  clolhanJ  lintn. 

"  Wl-  niuy,  at  first,  make  wliiilt'tcr  Bupimsition  ve  will  with  respect  lo  the 
value  of  money.  I.r'  ii:;  ^iiiiiiiiKsi',  thi^ii-lijio,  Ihttf  Wfore  the  opening  of  the 
U'uili',  llic  |inei'  <•{  i-lo'li  i-  ']ii-  :-.i[i<i-  in  ixiili  i'i>unlrie^,  nunely,  »ii  iihillingt  per 
yiir<l.  Ar  imi  ijiiil- III  .'''lun  -ii|.|i..-.<  il  m  virliBiiRe  In  England  for  flAeen 
vuiil«  111"  Uiini.  Ill  !.■  I :..  .:■'  '  ■!   '  1  •  r.i  \ ,  VI  !■  niiiiil  siippo^e  thai  linen  is  sold  in 


ec.     Cost  of 


ean-ioge  ii 


"Id  [liis  Blalo  (if  pi'iiTa,  uliilh,  it  la  t>'iJitit.  lannol  yet  he  exported  fton 
Eiiglanil  iiitd  Germany;  hul  tim-ii  enn  he  idiiiciriuil  frnm  riermany  into  England. 
Il  will  he  en;  and.  In  the  first  iiiBtnnuu,  tilt'  lilUTi  *ill  he  paid  for  in  money. 

"The  tfHux  of  money  Finni  England,  and  its  iiifliix  into  Germany,  will  nire 
niDtii'y  priees  in  llie  latter  counlry,  und  lower  ihcm  in  the  former.  Liata  w31 
riw  in  ili'iitutiv  lOiiivi- itiix't  hhiiliiiv'.''  piT  viiri).  and  cloth  above  ux  sLiUingK 
l.itien    ill    Ij'l'I  IK'!.  I"  iiiL'  iiii|"irU'd  from  (lerniany,  will  (xiticc  coot  of  carriage  it 

not  hrl .1      <  i''    i.iiLi- 114  in  thxt  country,  white  clolh  will  fall  tw 

low  kU  -l.iM'  ..  \       i~  '111'  price  of  clolh  fa  lower  in   I      ;laod  than  m 

iieni'itii',  II  'till  '•-  .'111  II'  I'l'  L'\piirli<ii,  and  llie  price  of  cloth  Gi^rttiBity  ■ill 
fiiiUii  uhui   II   i;  111  ilii^luiid.      A^  I<iii|;  ns  I)]i- cloth  ciponcd  dues  not  aulGcf  10 
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§  2.  It  thus  a])|)enrs  that  the  hiw  of  intrniatioiml 
vahic.-,  and,  cimseqiiciitly,  thi;  division  of  tho  advantages  of 
trade,  among  the  nations  which  carrv  it  on,  are  tlie  r^anie, 
itn  the  siipi>ositioii  of  money,  as  they  would  l>e  in  a  state 
of  1)arter.  In  international,  as  in  ordinarv  dome>tie  inter- 
i-hanffes,  money  is  to  conimeree  onlv  what  oil  is  to  ma<*hin- 
iTV,  or  railwavs  to  locomotion,  a  contrivance  to  dinlini^h 
frirtioii.     In  order  still  further  to  test  these  coiu*lu>ions,  let 


par  for  iho  liiu'ii  iiDiMirtt'd,  mouoy  wiU  (.><)iitiiiiii>  to  How  from  Eii^luiul  into  (lor- 
niany.  and  prut*:*  p.Mii'runy  will  I'oiitiiiui*  to  fall  in  Eii>;lunii  uml  tIm'  in  (irnnuny. 
By  flir  fall,  however,  uf  cloth  in  En<;lanil,  cloth  will  fall  in  <K'nnany  aLsi,  and 
lb*'  •It^man*!  for  it  will  incivasi*.  Bv  tlu*  rise  <^f  liuon  iu  (tcriuaiiv,  linen  luunt 
ri!<4.'  in  En;;Iand  also,  antl  the  dciiian<l  for  it  will  diniinifth.  As  doth  fell  in  pritr 
aud  linen  rose,  tlieiv  would  lio  some  {lartieular  priee  of  IhhIi  articles  ut  which 
tiie  cloth  exported  and  the  linen  nn|M>ited  wouM  exactly  pay  for  each  other. 
At  fills  (loint  prices  wouM  remain,  hecuuMr  money  would  thi-n  ei*as<'  to  move  out 
of  Eniflaml  into  <itMiuany.  What  (his  point  mi^ht  Im',  would  entiirl\  dcprnd 
Dpoii  tilt'  ein-umstances  antl  inclinations  of  the  purcha.«i('rs  on  hotli  ^idrs.  If  the 
fall  of  clutli  did  not  much  increase  the  demand  for  it  in  (icrmany,  and  the  ri.<<> 
of  linen  did  not  diminish  very  rapidly  the  demand  for  it  in  England,  much 
niont*y  iuM>t  j>a>s  iK'fore  the  (Hptililirium  is  restored:  chfth  would  lall  veiy  much, 
and  linen  would  rl.M*.  until  En;.dand,  |M>rh:ips,  hail  to  pay  m'aily  ils  much  \\m  it  as 
when  slie  protluci'd  it  for  herst'lf  But  if,  on  the  coiitraiy,  thr  fill  i>f  cloth 
caUMHl  a  very  rapid  increase'  of  th<*  demand  for  it  in  4M>rni:uiy.  ami  du'  ii<f  of 
linen  in  (iermany  retlucetl  very  rapidly  the  d«-m:tnd  in  Kn^jlioid  tinm  what  it  wus 
urnhrr  the  influence  of  the  Hrst  cheapness  proiiuced  by  tlif  opfninj:  of  tin*  (rstil«>: 
(he  cloth  would  very  mhiu  -^uniiv  to  pay  tor  the  Iini>n,  little  money  ivouhl  |>a.<4A 
ht'twren  till'  two  ciHintnes.  and  Eii;;lani|  wmijcl  ili'vivi'  a  lar^e  {Kirtion  of  the 
beoffit  of  the  tradi'.  We  have  thus  arrived  at  preeiM-ly  the  siime  iiincliision,  in 
fnifi{)«>«in^  the  empluyineiit  of  money,  which  we  found  to  hoM  under  tiie  sup|H)si- 
tioo  nf  barti.'r. 

**  In  what  AhaiM.'  the  )>enefit  accrue^  to  the  two  iiiition''  from  the  trade  !•.  clear 
enough,  (iennany,  liefoie  tip*  crnnmeiiei'iiii'iit  of  the  tiaile,  jtiiiil  «i\  ohiUiiiL;^ 
per  ^anl  for  hnmdcloth:  she  now  ohtaiii.-  it  at  a  lnwi-r  priti-.  'I'lii-,  liii\\i\i  i.  !-< 
noc  the  whole  of  her  advanta;re.  As  the  inone\-piire-  ol  ;ill  ln-r  oiIh-i- e<imni<i'li- 
lies  liave  risen,  the  mone\ -incomes  «if  ail  her  [ii-odin-i-r'-  li.t\e  innia-i-d.  'flii^  Is 
DO  advantage  to  them  In  huyini;  from  each  nthfi,  Im<  aii.-i-  ili<-  priei  ut  uhat  i)m  y 
buy  has  riM*ii  in  the  s^ime  ratio  with  their  ini-aii'  •■>'  paxin::  tm  it.  liiit  it  i-  an 
tdvantairc  to  them  in  liuyinir  anxtliltiL'  wiiirh  has  iint  ri-i-n.  and.  .-till  more,  any- 
Ihing  which  has  faUen.     Thi-y,  theiei'm-e.   lM<netit   a<  i-Dii^inneis  uf  cloih,  not 

HMrrelj  to  tb«  extent  to  whirh  eluih  ha^   lalli n.  Imt  al^i  to  t) xtent  to  which 

ocber  piices  have  riM*n.     Suppo^*  th.it  thi.-  i-  one-tenth.     I'he  >ame  proportion 
ctf  their  money-incomes  iis  U-foir,  will   .-ullice  to  supply  thi-ir  other  wimt;';  and 
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MB  proceed  to  re-examine,  on  Ihe  supposition  of  money,  s. 
qiiuBtioii  which  we  Imve  already  investigated  on  tlie  hy- 
potlicsia  of  barter,  namely,  to  wliat  extent  the  benefit  of  an 
iiiipniveiiiiint  in  tlie  prodiietion  of  an  exportable  article,  is 
participated  in  by  the  countries  importing  it. 

Tlie  improvement  may  either  ctmsist  in  the  cheapening 
of  some  article  which  was  already  a  staple  production  of  the 
eouiitij,  or  in  the  establish nnent  of  some  new  branch  of  in- 
duBtrVj  or  uf  some  proceaa  rendering  an  article  exportable 
whiL-h  had  not  till  then  been  exported  at  all.     It  will  be 


ilii-  ii'TTiaiiuii^r,  btiiifj  iiifi^-asod  <uu'-lc[ilh  in  Binciuiil,  will  enable  them  lo  puf- 
cliase  uri«-toii[h  luiiiv  t'iutli  Ilinn  iH-'liire,  evto  (tiuugli  cloth  had  nol  Tiillen  :  bul  il 
hus  fiilUni;  30  that  they  ore  diiulil)'  gainpia.  Thi'.v  {lurchaac  the  same  qu«nli(j 
vUh  ims  munPT,  and  have  mure  lu  ri|i<.-nd  u|Hin  their  other  wants. 

"In   England,  on   llii'  iimtiiiry.  ^'ciu^ml  nionej-pHces  have  fallen.     Linen, 

however,  luu  Talli'ii  u il-iii  li.  ■  i    -i.  Ii.niiig  Iidcu  lowered  in  price  hy  importa- 

tiwu  t'rum  a  cuuiiti '  "  i  <  <  '.   uliereus  (lie  others  have  rallcn  onlj 

frnm  the  cunseijin'i::  ■  Nilnilhslanding,  Ihererore,  the  genetil 

Fntl  uf  money -]>i-in-,  il.  ■  L!i_li-I]  ;■!  ■.  liMji.Ta  will  he  exaetly  aa  Ihej  were  in  all 
other  rf^iR't'Lt,  whllu  i|ir.<_v  nill  gain  lui  purehusers  uf  linen. 

"  The  greater  the  efflux  of  money  rei|Uired  to  restore  the  equilibrium,  ibe 
greater  will  he  the  gain  of  (iciiuaiiy,  both  by  tlic  foil  of  eloth  and  by  the  nx  of 
her  general  priee*.  Tlie  less  Ihe  efBiix  iif  money  reiiuisile,  the  greater  will  be 
the  piiii  of  England:  bei-nuw  the  price  of  lioi'O  will  rontinue  lower,  and  bw 
general  prieei  will  not  be  reduced  no  hiukIi.  K  mnni  not,  however,  be  imagined 
llint  liiRh  money ■prii'os  are  a  ijood,  and  low  money-piices  an  evil,  in  themsdret. 
Hill  111"  lii;:lnT  thi>  (.•I'licral  imiuej-prifeii  in  any  ennntry.  Ihe  greater  will  be  tliat 
i.-niiiih'i'»  mi'au^  lit'  ]iiir(')ii»<it1|:  Ih'iw  conimodilii's,  whitli.  being  imported  fron 
Nliroad,  nre  ini Impendent  nf  the  I'SIISM  wliieh  ki'''ti  priees  high  at  home." 

In  proelii'p.  the  cloth  and  the  linen  wuuld  not.  as  here  Huppnned,  be  at  the 
mmi^  pHi-i-  in  Eiiiftnnd  und  in  liennany:  eiicli  n-outd  t>e  dearer  in  money-pnM 
in  till.'  I'Duntry  wliieb  imported  rlinn  in  ihni  uliicli  produced  it,  by  the  amount  of 
the  I'opt  of  earrinji'',  1";.-.'Iiit  widi  iln-  iniliimn'  pmfil  on  Ihe  imporlor's  capital 
Tor  Ihe  BVi'rage  IrnL'ili  i  t  n-,,.    i>  i:i.  li  .  I  riM'il  tB^tore  the  commodity  could  be  di» 

pii-Kil  of.     Btit  it  li ■  '■  li  pi>iiiiliT  )Hiyfl  the  ooet  of  earriaj^of 

Ihf  enniniuciii.y  il  in  |  '  uf  ilii:'  item  to  the  price  majopeiate 

tw  a  );r(ii(er  I'lu'rk  lu  <^  n,  n.  [  >  i^  <:<  -  <!i'  ilian  un  the  olher;  and  the  equaliiMi 
■if  iniermilioiml  <lijiiiM<d,  iind  I't  n-i'iincni  eiiiiMibrintn  nf  paymeDia,  may  noitw 
miiiiilfliiii'il.  Money  would  ihi'n  Hun'  out  of  one  country  into  the  other,  until,  ia 
the  nmnner  alrcmly  illuslraled,  the  ei]iiililirium  wiw  reWored :  and,  when  lW« 
wof  elli'etcd,  unr  r iliy  Hould  be  pnvin^  more  tbati  Its  own  Coat  of  camigr^ 
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convenient  to  begin  with  the  ease  of  a  new  export,  as  being 
iMimewhat  the  simpler  of  the  two. 

The  first  effect  is  that  the  article  falls  in  price,  and  a 
demand  arises  for  it  abroad.  This  new  expoitation  disturbs 
the  balance,  turns  the  exchanges,  money  Hows  into  the 
country  (which  we  shall  supjx)?e  to  be  England),  and  con- 
tinues to  flow  until  prices  rise.  This  higher  range  of  prices 
will  somewhat  check  the  demand  in  foreign  countries  for 
the  new  article  of  export ;  and  will  diminish  the  demand 
which  existed  abroad  for  the  other  things  whieh  England 
wao  in  the  habit  of  exporting.  The  exports  will  thus  be 
diminished ;  while  at  the  same  time  the  English  public, 
having  more  money,  will  have  a  greater  power  of  purchas- 
ing foreign  commodities.  If  they  make  use  of  this  hicreased 
power  of  purchase,  there  will  be  an  increase  of  im[)orts ; 
and  by  this,  and  the  check  to  exportation,  the  equilibrium 
of  imports  and  exports  will  be  restored.  The  result  to  for- 
eign countries  will  be,  that  they  have  to  pay  dearer  than 
before  for  their  other  import*,  and  obtain  the  new  com- 
modity cheaper  than  before,  but  not  so  much  cheaper  as 
England  herself  does.  I  say  this,  being  well  aware  that  the 
article  would  be  actually  at  the  very  sjime  ]>riee  (cost  of 
carriage  excepted)  in  England  and  in  other  countries.  The 
cheapness,  however,  of  the  article  is  not  measured  solely 
by  the  money-price,  but  by  that  i)ricc  compared  with  the 
money  incoiiies  of  the  consumei*s.  The  price  is  the  same 
to  the  English  and  to  the  foreign  consumers ;  but  the  former 
pay  that  price  from  money  incomes  which  have  been  in- 
creased by  the  new  distribution  tif  the  preeious  metals; 
while  the  latter  have  had  their  monev  ineomes  ]»roliablv 
diminished  by  the  sanui  cause.  The  tra<le,  therefore,  has 
not  imparte<l  to  the  foreign  consumer  the  whole,  hut  only 
a  portion,  of  the  benefit  whieh  tlie  English  consumer  ha^ 
derived  from  the  improvement ;  while  England  has  n\>n 
benefited  in  the  prices  of  fon*ign  conuiMMlitii'S.  Thus,  then, 
any  industrial  improvcinent  which  h^ads  to  the  opening  of 
a  new  branch  of  export  trade,  benefits  a  country  not  only 
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by  tlie  dioiipiKwa  of  the  article  in  wliicli  tlie  improvement 
bus  taken  [jlaco,  but  by  &  general  cLeai»ening  of  all  imported 

Lot  us  now  chiinge  tbe  bypotbesis,  and  suppOE^  that  t!ie 
iniprovciiient,  instead  of  cretiting  a  new  export  from  Eng- 
land, cheapens  an  existing  una.  When  wc  exftraiue<l  tills 
ease  on  the  snpposition  of  barter,  it  appeared  to  ns  that  tlie 
foi-eign  eonsnmcrd  might  either  obtain  tbe  eante  benefit  from 
tbe  improvement  as  England  herself,  or  a  lees  benefit,  or 
even  a  greater  benefit,  ai-eording  to  the  degree  in  wbieb  tiie 
eonsuriiptiim  of  t!ie  cheapened  article  is  calculated  to  extend 
itself  as  the  article  diminishes  in  price.  The  same  concln- 
sifnis  will  1ip  fiinnd  trnc  on  the  snpposition  of  money. 

Let  the  <-ijirLmodity  in  wliieb  there  is  an  improvement, 
be  eh.th.  The  first  effect  of  the  improvement  is  that  ite 
pnee  falls,  and  tliere  is  an  increased  demand  for  it  in  thfl 
foi-eign  market.  But  this  demand  is  of  uncertain  amoiinl. 
Suppose  the  foreign  consumers  to  increase  their  pnrc-haees 
in  tlie  exact  ratio  of  the  cheajiness,  or  in  other  words,  to  lav 
out  in  cloth  the  same  snm  of  money  as  before;  the  same 
aggregate  payment  as  befoi-e  will  be  due  i'roni  foreign  coun- 
tries to  England  ;  the  erjnilibriuni  of  exjiortfi  and  imports 
wdl  remain  undisturbed,  and  foreigners  will  obtain  the  full 
advantage  of  the  itu'reasetl  cbeiipnesa  of  elotb.  But  if  the 
foreign  dcuiiind  for  ciolh  is  of  such  a  character  as  to  in- 
crease in  a  greater  rutin  than  the  cheapness,  a  lai^er  sum 
than  formerly  will  l<e  due  to  Enghm.l  for  elotb,  and  when 
paid  will  raise  Euglii-b  prices,  the  price  of  elotb  inclnded; 
this  rise,  however,  will  affect  only  the  foreign  purchaser, 
English  ineonu'S  being  raised  in  a  corresponding  proper 
tioii ;  and  the  foreign  consumer  will  thus  derive  a  leas  ad- 
vimtiigc  than  Enghmd  from  the  improvement.  If,  on  tbe 
cimtriiry,  the  ehea|)ening  of  elolh  does  not  extend  the  for- 
civ'u  dcinaiKl  for  it  in  a  propurtiimnl  degree,  a  less  sum  of 
debt,  than  bef.jre  will  be  due  to  England  for  cloth,  while 
then-  will  be  the  UMial  sum  of  debt*  rliie  from  England  to 
foreign  eomitrii-^;   lli<'   baliim-i.-  of  trinh'  will    tuni   against 
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Elngland,  money  will  be  exported,  prices  (that  of  cloth  in- 
::ladeiJ)  will  fall,  and  cloth  will  eventually  be  cheapened  to 
the  foreign  purchaser  in  a  still  greater  ratio,  than  the  iui- 
provenient  has  cheapened  it  to  England.  These  are  the 
7ery  conclusions  which  we  deduced  on  the  hypothesis  of 
barter. 

The  result  of  the  preceding  discussion  cannot  be  better 
inmmed  up  than  in  the  words  of  Kicardo.*  ''  Gold  and 
lilver  having  been  chosen  for  the  general  medium  of  (rircu- 
ation,  they  are,  by  the  competition  of  connnerce,  distrib- 
ited  in  such  proportions  amongst  the  different  countries  of 
he  world  as  to  accommodate  themselves  to  the  natural 
raffic  which  would  take  place  if  no  such  metals  existed, 
ind  the  trade  between  countries  were  purely  a  trade  of 
carter."  Of  this  principle,  so  fertile  in  consequences,  pre- 
I'ious  to  which  the  theory  of  foreign  trade  was  an  unintel- 
igible  chaos,  Mr.  Eicardo,  though  he  did  not  pursue  it  into 
tft  ramifications,  was  the  real  originator.  No  writer  who 
)receded  him  apjiears  to  have  had  a  glimpse  of  it :  and  few 
ire  those  who  even  since  his  time  have  had  an  adequate 
inception  of  its  scientific  value. 

§  3.  It  IS  now  necessary  to  inquire,  in  what  manner 
his  law  of  the  distribution  of  the  ])recious  metals  by  means 
)f  the  exchanges,  affects  the  exchange  value  of  money  it- 
lelf :  and  how  it  tallies  with  the  law  bv  which  we  found 
hat  the  value  of  money  is  regulated  when  imported  as  a 
nere  article  of  merchandize.  Fur  there  is  here  a  semblan(»o 
>f  contradiction,  which  has,  I  think,  contributed  more  than 
mything  else  to  make  some  distinguished  politi<!al  e(*ono- 
nists  resist  the  evidence  of  the  i)rece<ling  doctrines.  Money, 
hey  justly  think,  is  no  exception  to  the  general  laws  of 
ralae ;  it  is  a  commodity  like  any  other,  and  its  average 
tr  natural  value  must  depend  on  the  cost  of  producing,  or 
it  least  of  obtaining  it.  That  its  distribution  through  the 
rorld,  therefore,  and  its  different  value  in  diff(Tent  places, 

•  PrincipUM  of  PiAiHcal  Kamomy  and  Tojmtion^  3rd  od.  p.  143. 
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filmiild  be  liable  to  be  altered,  not  by  eauees  ^ting  itjtlf, 
but  by  a  liundred  causes  uii<-onnccted  with  it;  by  even'- 
tliiiig  wliich  atlec'ts  tlie  trade  in  yther  eon imodi ties,  so  as  to 
derange  the  ci^uilibrium  of  exports  and  irnports;  appeare 
to  tlit-sc  thiiikere  a  dot-ti-ine  altogether  inadmissible. 

liut  the  Biipposed  anumaly  f;xiiila  only  in  semblance. 
The  cuiises  which  bring  money  into  or  carry  it  out  of  > 
country  thi-oiigli  the  exchanges,  to  restore  the  cquilihrinm 
of  trade,  and  which  thereby  raise  its  value  in  some  eouBtriee 
and  lower  it  in  others,  arc  the  veiy  same  causes  on  whiiJi 
the  local  ViiUie  of  money  would  depend,  if  it  were  never 
imported  cxccjit  aa  a  merchandize,  aTid  never  except  directlj 
tmni  the  mines.  When  the  value  of  money  in  a  countrj 
is  permanently  lowered  by  an  influx  of  it  through  the  bal- 
ance of  trade,  the  cause,  if  it  is  not  diniiniahed  cost  of  pro- 
duction, ninst  be  one  of  thoee  causes  which  compel  a  new 
adjn&tnicnt,  more  favourable  to  the  country,  of  the  equation 
of  inteniational  demand  :  namely,  either  an  increased  de- 
mand abroad  for  her  conimodilies,  or  a  dimiuished  demand 
on  her  part  fnr  those  of  foreign  countricB.  Now  an  increased 
foreign  deiuund  for  the  com  modi  ties  of  a  country,  or  adi" 
miniahcd  demand  in  the  country  for  imported  commoditica, 
art!  the  very  causes  whifh,  on  the  general  principles  of  trade, 
cniiblo  a  country  to  purchase  all  imports,  and  consequently 
the  precious  metals,  at  a  lower  Vidne.  There  is  therefore 
no  contradii'tion,  but  the  moat  perfect  accordance  in  the 
results  of  the  two  different  modes  in  which  the  precions 
metals  niiiy  he  ohtained.  "NVlien  money  flows  from  country 
to  country  in  C(Uisequcncc  of  changes  in  the  international 
dcjnand  for  cominodltics,  and  by  so  doing  altera  its  own 
local  value,  it  im-rcly  realizes,  by  a  more  rapid  proeesB,  the 
cflset  which  would  otluTwise  take  place  more  slowly,  by 
an  altcf.iliim  in  the  relative  breadth  of  the  streams  by  which 
the  preci'iufi  metals  flow  into  different  regions  of  the  earth 
fmtn  the  mining  countries.  As  therefore  we  before  saw 
that  the  use  of  mtmcy  a-s  a  inedinm  of  exchange  doo^  not 
in   the  least   nlier  the  law  on  which  the  valuea  of  other 
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Aings,  cither  in  the  same  eoimtry,  or  internationally,  de- 
pend, flo  neither  does  it  alter  the  law  of  the  value  of  the 
precious  tnetal  itself:  and  there  is  in  the  whole  doctrine  of 
international  values  as  now  laid  down,  a  unity  and  harmony 
which  is  a  strong  collateral  presumption  of  truth. 

§  4.  Before  closing  this  discussion,  it  is  fitting  to  point 
out  in  wliat  manner  and  degree  the  preceding  concluisions 
are  affected  by  the  existence  of  international  i)ayment8  not 
>riginating  in  commerce,  and  for  which  no  equivalent  in 
Mther  money  or  conmiodities  is  expected  or  received  ;  such 
IB  a  tribute,  or  remittan(?es  of  rent  to  absentee  landlords  or 
)f  interest  to  foreign  creditors,  or  a  government  expenditure 
ibroad,  such  as  England  incurs  in  the  management  of  some 
jf  her  colonial  dei)endencies. 

To  begin  with  the  case  of  barter.  The  supposed  annual 
remittances  being  made  in  commodities,  and  being  cxi)orts 
Tor  which  there  is  to  be  no  return,  it  is  no  longer  requisite 
that  the  imports  and  exports  should  pay  for  one  another : 
on  the  contrary,  there  must  be  an  annual  excess  of  exjwrts 
over  imports,  equal  to  the  value  of  the  remittance.  If,  be- 
fore the  country  became  liable  to  the  annual  j>aynient,  for- 
eign commenie  was  in  its  natural  state  of  equilibrium,  it 
will  now  be  necessary  for  the  purpose  of  effecting  the  remit- 
tances, that  foreign  countries  should  be  induced  to  take  a 
greater  quantity  of  exports  than  before :  which  can  only  be 
done  by  offering  those  ex|)orts  on  cheaper  terms,  or  in  other 
words,  by  paying  dearer  for  foreign  commodities.  Tlie  in- 
ternational values  will  so  adju^^t  theniPclves  that  eitlier  by 
greater  exports,  or  smaller  imj>orts,  or  both,  the  re(|uisito 
ex(*G86  on  the  side  of  exports  will  be  bn»u<rlit  about :  and 
this  excess  will  become  the  ] permanent  state.  The  result 
is,  that  a  country  which  makes  re^rular  payments  to  forei;^ 
oonntries,  besides  losing  what  it  j)ays,  loses  also  something 
more,  by  the  less  advanta<reous  terms  on  which  it  is  forced 
to  exchange  its  productions  for  forei;rn  commodities. 

The  Bamo  results  foUow^  on  the  supposition  of  monev 
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Conunerce  being  supposed  to  be  in  a  state  of  equilibrium 
when  the  obligatory  remittances  begin,  tlie  firet  rL-mittance 
is  necessarily  made  in  money,  niia  lowers  prices  in  the 
remitting  t-ountry,  and  raises  them  in  the  reeeiving.  Tbu 
natural  effeet  is  that  more  commodities  are  exported  tliBD 
before,  imd  fewer  imported,  and  that,  on  the  score  of  coin- 
mercc  alone,  a  balance  of  money  will  be  constantly  due 
from  the  receiving  to  the  paying  comitry.  When  the  debt 
thus  annually  due  to  tlie  tributary  country  becomes  eqiiil 
to  the  annnal  triliiite  or  other  regular  payment  dne  from  it, 
no  further  transmiBsioii  of  money  taki-s  place ;  the  equili- 
brium of  exports  and  iuiports  will  no  longer  exist,  but  that 
of  paymruts  will ;  the  exchange  will  be  at  par,  the  two 
debts  will  be  set  off  against  one  anoliier,  and  tlie  tribute  or 
remittance  will  he  virtually  paid  in  goods.  The  result  to 
the  inturesta  of  the  two  u-iiuutriea  will  be  as  already  pointed 
out :  the  paying  country  Vi'A]  give  a  higher  price  for  all 
that  it  buys  from  the  receiving  eountiy,  while  the  latter, 
l>e?idcs  receiving  the  tribute,  obtains  the  exportable  produce 
of  the  tributary  country  at  a  lower  price. 


CHAPTER  XXn. 

INTLUENCE  OF  THE  CURRENCY  OX  THE  EXCHANGES  AND  ON 

FOREIGN  TRADE. 

§  1.  In  oiir  inquiry  into  the  laws  of  international  trade, 
'e  commenced  with  the  principles  which  determine  inter- 
ational  exchanges  and  international  values  on  the  hypothe- 
A  of  barter.  We  next  showed  that  the  introduction  of 
loney  as  a  medium  of  exchange,  makes  no  difference  in 
:ie  laws  of  exchanges  and  of  values  between  country  and 
ountry,  no  more  than  between  individual  and  individual : 
incc  the  precious  metals,  under  the  influence  of  those  same 
IW8,  distribute  themselves  in  such  proportions  among  the 
ifferent  countries  of  1;^  world,  as  to  allow  the  very  same 
zehanges  to  go  on,  and  at  the  same  values,  as  would  be 
he  case  under  a  system  of  barter.  We  lastly  considered 
low  the  value  of  money  itself  is  aflected,  by  those  alter- 
tioDB  in  the  state  of  trade  which  arise  from  alterations 
ither  in  the  demand  and  supply  of  commodities  or  in  their 
OBt  of  production.  It  remains  to  consider  the  alterations 
1  die  state  of  trade  which  originate  not  in  commodities  but 
[1  money. 

Gold  and  silver  may  vary  like  other  things,  though  they 
re  not  so  likely  to  vary  as  other  things,  in  their  crost  of  pro- 
loction.  Tlie  demand  for  them  in  foreign  countries  may 
Ibo  vary.  It  may  increjise,  by  augmented  employment  of 
be  metala  for  purposes  of  art  and  ornament,  or  because  the 
icreaae  of  production  and  of  transactions  has  created  a 
remter  amount  of  business  to  ha  done  by  the  circulating 
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iiiediiiiii.  It  may  dimitiisli,  for  the  opposite  reasons;  or 
from  tliu  extension  of  the  econoinizing  expedients  hj  which 
tlie  use  of  iHetttlli<:  money  is  ijartially  dispensed  willi. 
Tlie.se  changes  act  upon  the  trade  between  other  eountria 
und  tiie  mining  countries,  and  upon  tlie  value  of  the  pre- 
cious mutals,  according  to  Ihe  geueral  laws  of  the  value  of 
imported  commodities :  which  have  been  set  forth  in  the 
pre\'ioiis  ehupters  wilh  snUicimit  fulness,  ' 

What  I  propose  to  I'xauiine  in  the  present  chapter,  is 
not  those-  circumstances  affecting  nitiuej',  which  alter  the 
permanent  conditions  of  its  value  ;  but  the  effects  produced 
on  iiitcrnalional  trade  by  ca.'-ual  or  temporary  variations  io 
tlie  value  of  money,  which  have  no  connexion  with  anj 
causes  affecting  its  permanent  value.  This  is  a  subject  of 
importance,  on  account  of  its  bearing  upon  the  praclitsl 
problem  which  has  excited  so  ujuch  discussion  for  sixtj 
years  ]i!i;.t,  the  regulation  of  the  currency. 

g  -2.  I.i't  lis  siijuiiise  in  any  country  a  circulating  me- 
dium purely  metallic,  and  a.  sudden  casual  increase  made 
to  it ;  for  example,  by  Itriugiug  into  circulation  hoards  uf 
truai-urc,  which  had  been  coucealeitin  a  previous  period  of 
foreign  invasion  or  internal  disorder.  Tlie  natural  effwt 
would  he  a  rise  of  ])rices.  This  would  check  exports,  and 
pucouragii  imports ;  the  inijiorts  would  exceed  the  exports, 
the  cxcliuiiges  wunld  hecome  unfavorable,  and  a  newly- 
acquired  stuck  ol"  money  wonM  diffuse  itself  over  all  coun- 
tries with  wliich  the  supp(i,-ed  country  carried  on  trade,  and 
from  them,  prngressively,  through  all  parts  of  the  conmier- 
ciiil  world.  T!ic  money  which  tlius  tivci'llnwcd  would  spread 
itself  to  an  equal  depth  over  sdl  commercial  countries.  For 
it  wtinid  go  on  flowing  until  the  exports  and  imports  again 
iialanccd  iini^  another :  and  tliis  (as  no  change  is  supposed 
in  the  permanent  circnniBtaiicea  of  international  demand) 
could  only  he,  when  tlie  money  had  ditfuscd  itself  so  equally 
that  prices  had  risen  in  the  same  ratio  in  all  countries,  so 
llint  the  alteration  of  jjrice  would  be  for  all  practical  pur- 
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poeeB  inetfective,  and  the  exports  and  imports,  though  at  a 
li^her  money  valuation,  would  be  exactly  the  same  as  they 
were  originally.  This  diminished  value  of  money  through- 
>ut  the  world,  (at  least  if  the  diminution  was  considerable) 
MTOuld  cause  a  suspension,  or  at  least  a  diminution,  of  the 
umaal  supply  from  the  mines :  since  the  metal  would  no 
onger  conunand  a  value  equivalent  to  its  highest  cost  of 
>roduetion.  The  annual  waste,  would,  therefore,  not  be 
ully  made  up,  and  the  usual  causes  of  destruction  would 
p-adually  reduce  the  aggregate  quantity  of  the  precious 
netals  to  its  former  amount ;  after  w^hich  their  production 
^ould  recommence  on  its  former  scale.  The  discovery  of 
he  treasure  would  thus  produce  only  temporary  effects ; 
lamely,  a  brief  disturbance  of  international  trade  until  the 
ireasure  had  disseminated  itself  through  the  world,  and 
hen  a  temporary  depression  in  the  value  of  the  metal,  be- 
ow  that  which  corresponds  to  the  cost  of  producing  or  of 
>btaining  it ;  which  depression  would  gradually  be  cor- 
•ected,  by  a  temporarily  diminished  production  in  the  pro- 
lacing  countries,  and  importation  in  the  importing  coun- 
iries. 

The  same  effects  which  would  thus  arise  from  the  dis- 
»very  of  a  treasure,  accompany  the  process  by  which  bank 
lotes,  or  any  of  the  other  substitutes  for  money,  take  the 
)lace  of  the  precious  metals.  Suppose  that  England  pos- 
iessed  a  currency  wholly  metallic,  of  twenty  millions  ster- 
ing,  and  that  suddenly  twenty  millions  of  bank  notes  were 
•ent  into  circulation.  If  these  were  issued  by  bankers,  they 
roald  be  employed  in  loans,  or  in  the  purchase  of  securities, 
ind  would  therefore  create  a  sudden  fall  in  the  rate  of  in- 
erest,  which  would  probably  send  a  great  part  of  the  twenty 
Qillions  of  gold  out  of  the  country  as  capital,  to  seek  a 
dgher  rate  of  interest  elsewhere,  before  there  had  been  time 
or  any  action  on  prices.  But  we  will  suppose  that  the 
toteB  are  not  issued  by  bankers,  or  money-lenders  of  any 
dnd,  but  by  manufacturers,  in  the  payment  of  wages  and 
he  purchase  of  materials,  or  by  the  government  in  its  ordi- 
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nary  ex]>enat;s,  bo  that  tlie  whole  ariiouut  would  be  rapidly 
carried  into  tlie  inafkets  for  coiiiinodities.  The  ibllowiog 
would  be  the  natural  order  of  cousequencfie.  All  pricee 
would  rise  greatly.  Exportation  would  almost  cease  ;  ini- 
purtiitioii  would  be  prodigiously  stimulated.  A  great  bal- 
aneo  of  payments  would  become  due,  tlie  exchanges  would 
turn  againet  England,  to  the  full  extent  of  the  cost  of  ex- 
porting money  ;  and  the  Bui'plna  coin  would  pour  ilself 
rapidly  fortli,  over  the  various  countries  of  the  world,  in 
tilt'  order  of  their  proximity,  geographically  and  conlme^ 
cially,  to  England.  The  efflux  would  continue  until  tbe 
euiTcncies  of  all  countries  had  come  to  a  level ;  by  which 
I  do  not  mean,  until  money  became  of  the  same  value  every- 
where, but  until  the  differences  were  only  those  which  exiet- 
ed  before,  and  which  corresponded  to  permancBt  dififerencM 
in  the  cost  of  obtaining  it.  Wlien  the  rise  of  prices  had 
extended  itself  in  an  equal  degree  to  all  countries,  exporta 
and  im[)orts  would  everywhere  revert  to  wliat  they  were  at 
first,  would  buliuice  one  another,  and  the  exchanges  would 
return  to  jiar.  If  sueh  a  sum  of  money  as  twenty  millions, 
when  spread  over  (he  wiioie  sui-fuce  of  the  commercial  world, 
were  sufficient  to  rai:ie  the  general  level  in  a  perceptible 
degree,  the  effect  would  be  of  no  long  duration.  No  alter- 
ation having  occurred  in  the  general  condilions  under  which 
the  metals  were  jirueni-ed,  either  in  the  world  at  large  or  Id 
any  juirt  I'f  it,  the  reduced  value  would  no  longer  be  remu- 
nerating'. aJid  the  supjily  from  the  mines  would  cease  par- 
tially or  wholly,  until  the  twenty  millions  were  alisorbed  ;* 
after  wliii'h  iihnurptiun,  the  currencies  of  all  countries  would 
be,  in  (piantity  and  in  value,  nearly  at  their  original  leveh 
1  say  neiirly,  for  in  ttrict  accuracy  there  would  be  a  slight 
dirtereiice.     A  somewhat  smaller  annual  supply  of  the  pre- 

■  I  iim  liiriT  gii|)p(winK  a  sinic  of  Mnffi  in  which  gold  and  Bilver  mining  ire 
n  pcrmnat'iit  linini^h  of  iiiJuslry,  ciirrii-rl  on  under  known  condilions;  and  noi 
tl)i'  prrticni  utato  ot  iiii(N>rti)ljiiy,  in  wiiicli  golil-gnihering  is  a  fvae  o[  cbincc, 
prowcurc.l  I  fi.r  llic!  jiti'seul)  in  [lie  sjiiril  of  an  adventure,  nol  in  thu  of  ■  itg» 
W  iuJunlriul  purauiL 
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^^w  be  required,  there  being  in*  the 
world  twenty  millions  lees  of  metallic  money  undergoing 
waste.  The  equilibrium  of  payments,  consequently,  be- 
tween the  mining  countries  and  the  rest  of  the  world,  would 
thenceforth  require  that  the  mining  countnes  should  either 
export  rather  more  of  something  else,  or  import  rather  less 
of  foreign  commodities ;  which  implies  a  somewhat  lower 
range  of  prices  than  previously  in  the  mining  countries,  and 
a  somewhat  higher  in  all  others ;  a  scantier  currency  in  the 
former,  and  rather  fuller  currencies  in  the  latter.  This 
effect,  which  would  be  too  trifling  to  require  notice  except 
for  the  illustration  of  a  principle,  is  the  only  permanent 
change  which  would  be  produced  on  international  trade, 
or  on  the  value  or  quantity  of  the  currency  of  any  country. 
Eflects  of  another  kind,  however,  will  have  been  pro- 
duced. Twenty  millions  which  formerly  existe<l  in  the  un- 
productive fonn  of  metallic  money,  have  been  converted 
into  what  is,  or  is  capable  of  becoming,  productive  capital. 
This  gain  is  at  first  made  by  England  at  the  expense  of 
otiier  countries,  who  have  taken  her  superfluity  of  this 
costly  and  unproductive  article  ofl^  her  hands,  giving  for  it 
an  equivalent  value  in  other  commodities.  By  degrees  the 
I068  is  made  up  to  those  countries  by  diminished  influx  from 
the  mines,  and  finally  the  world  has  gained  a  virtual  addi- 
tion of  twenty  millions  to  its  productive  resources.  Adam 
Smithes  illustration,  though  so  well  known,  deserves  for  its 
extreme  aptness  to  he  once  more  repeated.  He  compares 
the  substitution  of  paper  in  the  room  of  the  precious  metals, 
to  the  construction  of  a  highway  through  the  air,  by  which 
the  ground  now  occupied  by  roads  would  become  available 
for  agriculture.  As  in  that  case  a  portion  of  the  soil,  so  in 
this  a  part  of  the  accumulated  wealth  of  the  country,  would 
be  relieved  from  a  function  in  which  it  was  only  employed 
in  rendering  other  soils  and  capitals  productive,  and  would 
itself  become  applicable  to  production  ;  the  office  it  pre- 
Tkmdy  fblfiUed  being  equally  well  discharged  by  a  medium 
whidb  ooflts  nothing. 
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The  value  eaved  to  the  community  by  thus  di&penmng 
with  metallii!  monoy,  \n  a  ciciir  gain  to  tliose  w!io  provide 
the  Bubsititute.  They  liave  ilie  iise  of  twenty  millions  of 
circulating  niediiiin  wliich  iiitve  cast  them  only  the  expense 
of  an  engmver's  jilate.  If  they  employ  tiiis  aeceseion  to 
their  fortunes  as  proiinctive  ca|iital,  tie  produce  of  the 
country  is  im-reasfd  and  the  community  benefited,  as  much 
as  by  any  other  capital  of  equal  amount.  Whether  it  is  so 
emi)loyL'd  or  not,  depends,  in  some  degree,  upon  the  mode 
of  issuinii;  it.  If  issued  liy  the  government,  and  employed 
in  paying  off  dubt,  it  would  probably  become  pi-oduetive 
capital.  The  govemmi-nt,  however,  may  prefer  employing 
this  extraordinary  resource  in  its  ordinary  expenses ;  may 
squander  it  uscleswly,  or  make  it  a  mere  temjiorary  substi- 
tute for  taxation  to  an  equivalent  amount;  in  which  last 
case  the  amount  is  saved  by  tbc  taxpayers  at  large,  who 
either  add  it  to  their  capitid  or  spend  it  as  income.  When 
paper  currency  is  supplied,  as  in  oiy  own  country,  by 
banljcrs  and  hanking  companies,  the  amount  is  almost 
wlinlly  turned  into  pioilnctivi'  cnjiital :  for  the  issuers,  be- 
ing at  all  times  liable  to  be  called  upon  to  refund  the  value, 
are  under  the  strongest  iuduecmcnts  not  to  squander  it,  and 
the  only  cases  in  wbicli  it  is  not  fdrtbcoming  are  cases  of 
fraud  or  misnnmagemcnt.  A  banker's  profession  being  that 
of  a  money-lender,  bis  istiue  of  notes  is  a  simple  extension 
of  liis  tirdimiry  occnpaliun.  Tic  lends  ibe  amount  to  farmers, 
manufaclurer.%  or  dealers,  wlm  enqiluy  it  in  their  several 
husineasea.  So  employed,  it  yields,  like  any  other  capital, 
wages  of  labour  aud  jirotit^  (if  slock.  The  profit  is  shared 
between  the  banker,  who  receives  interest,  and  a  successioD 
ofhorrowers,  mostly  fer  sburt  perit>ds,  who  after  paying tlie 
interest,  gain  :i  pmfii  in  iidditiitn,  or  a  convenience  equiva- 
lent to  profit.     Tl iqiitid  it.icif  in  the  hmg  run  becomes 

entirely  wiiges,  and  when  rcphiccd  by  the  sale  of  the  pro- 
duce, becrtnies  wages  airain  ;  thus  affording  a  perpetual  fund, 
of  the  value  of  twenty  million!',  for  the  maintenance  of  pro- 
ductive labour,  and  increasing  the  annual  produce  of  the 


produced  through  the  in<  is  of 
a  capital  of  that  value.  To  this  gain  nmst  be  added  a  fur- 
ther saving  to  the  country,  of  the  annual  supply  of  the  pre- 
cious metals  necessary  for  repairing  the  wear  and  tear,  and 
other  waste,  of  a  metallic  currency. 

The  substitution,  therefore,  of  paper  for  the  precious 
metals,  should  always  be  carried  as  far  as  is  consistent  with 
safety  ;  no  greater  amount  of  metallic  currency  being  re- 
tained, than  is  necessary  to  maintain,  both  in  fact  and  in 
public  belief,  the  convertibility  of  the  paper.  A  country 
with  the  extensive  commercial  relations  of  England,  is  liable 
to  be  suddenly  called  upon  for  large  foreign  payments,  some- 
times in  loans,  or  other  investments  of  capital  abroad,  some- 
times as  the  price  of  some  unusual  importation  of  goods,  the 
most  frequent  case  being  that  of  large  importations  of  food 
consequent  on  a  bad  harvest.  To  meet  such  demands  it  is 
necessary  that  there  should  be,  either  in  circulation  or  in 
the  coffers  of  the  banks,  coin  or  bullion  to  a  very  consider- 
able amount,  and  that  this,  when  drawn  out  by  any  emer- 
gency, should  be  allowed  to  return  after  the  emergency  it^ 
past.  But  since  gold  wanted  for  exportation  is  almost  in- 
variably drawn  from  the  reserves  of  the  banks,  and  is  never 
likely  to  be  taken  directly  from  the  circulation  while  the 
banks  remain  solvent,  the  only  advantage  which  can  be  ob- 
tained from  retaining  partially  a  metallic  currency  for  daily 
purposes  is,  that  tlie  banks  may  occasionally  replenish  their 
reserves  from  it. 

§  3.  Wlien  metallic  money  had  been  entirely  super- 
seded and  expelled  from  circulation,  by  the  substitution  of 
au  equal  amount  of  bank  notes,  any  attempt  to  keep  a  >till 
further  quantity  of  paper  in  circulation  must,  if  the  notes 
are  convertible,  be  a  complete  failure.  Tlie  new  issue  would 
again  set  in  motion  the  same  train  of  consequences  by  which 
the  gold  coin  had  already  been  expelled.  Tlie  metals  would, 
as  before,  be  required  for  exportation,  and  would  be  for  that 
pmrpose  demanded  from  the  banks,  to  the  full  extent  of  the 
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Bitperflumis  notes ;  which  tlius  could  not  poseililj  be  retained 
ill  pirciilatioii.  If,  indeed,  tha  uotes  were  inconvertible, 
tliLTo  would  be  110  6ni.'h  olistiii-le  to  the  increase  of  llieir 
qtiiintily.  All  inconvertihle  jiajier  acts  in  the  same  way  as 
a  con  vert  ill  It;,  while  thi-re  rcniiiins  any  coin  for  it  to  BU[>er- 
scilc:  the  ditt'crericG  hi-i^ine  to  nianifcfit  itself  when  all  the 
coin  is  driven  from  circiihition  (except  wli at  may  he  retained 
fur  the  convcnicn.'u  of  small  change),  and  the  isBues  still  go 
on  increasinfj.  When  the  paper  begins  to  exceed  in  quan- 
tity the  metallic  currency  which  it  aupersi'ded,  prices  of 
course  rise  ;  tilings  which  were  worth  5/.  in  metallic  money, 
became  worth  fif.  in  inconvertible  paper,  or  more,  as  the 
case  may  be.  Bnt  this  rise  of  price  will  not,  as  in  the  cases 
before  examined,  stiinnlatc  import,  and  discourage  export. 
The  imports  and  exports  arc  determined  by  the  metallic 
prices  of  things,  not  by  the  paper  prices:  and  it  is  only 
when  the  pajicr  is  exchangeable  at  pleasure  for  the  metals, 
that  paper  ])rices  and  metallic  jirices  nnist  correspond. 

Let  us  suppose  that  England  is  the  country  which  haa 
the  depreciated  paper.  Suppose  that  some  English  pi-oduc- 
lioii  could  be  bought,  wliih-  tlie  currency  was  still  metaUie, 
for  5/.,  and  sold  in  Friince  for  5^  10*.,  the  difTercnce  cover- 
ing the  expense  an<I  ri.-^li,  and  affording  a  profit  to  the  mer- 
chant. On  accuunt  of  the  dei)rcci!ition,  this  commodity 
will  now  cost  in  England  H/.,  and  ciinnot  be  sold  in  France 
for  more-  than  ">/.  liU,  and  yet  it  will  lie  exported  as  before. 
Wliy  ?  Because  ilic  .V.  ](!«.  wliich  the  exporter  can  get  for 
it  in  France,  ir.  not  depredated  iiajier,  but  gold  or  silver: 
and  sinci-  iji  England  hidlion  has  riw-n.  in  the  same  propor- 
tion with  oilier  things— if  tin-  merchant  brings  the  gold  or 
silver  to  England,  he  can  sell  his  r>/.  \0a.  for  6/.  12».,  and 
obtain  as  hefore  10  per  cent  for  jirofit  and  expenses. 

It  thns  appears,  that  a  dcprei'ialion  of  the  currency  does 
not  aft'ect  the  foreign  trade  of  the  country:  this  is  carried 
on  prircisely  a^^  if  the  cnrrency  maintained  its  value.  Dut 
though  the  tra^te  is  not  affected,  the  exchanges  are.  Wlien 
the  imports  and  ex]iorts  arc  in  eipiilibrinm,  the  exchange, 


fa  a  metalli  j  enrrency,  would  be  at  par ;  a  bill  oh  France 
for  the  equivalent  of  live  sovereigns,  would  be  worth  five 
aovereigns.  But  five  sovereigns,  or  the  quantity  of  gold 
contained  in  them,  having  come  to  be  worth  in  England  6/., 
it  follows  that  a  bill  on  France  for  5/.  will  be  woith  6^. 
When,  tlierefore,  the  real  excliange  is  at  par,  there  will  be 
a  nominal'  exchange  against  the  country,  of  as  much  per 
cent  as  the  amount  of  the  depreciation.  If  the  currency  is 
depreciated  10,  15,  or  20  per  cent,  then  in  whatever  way 
the  real  exchange,  arising  from  the  variations  of  interna- 
tional debts  and  credits,  may  vary,  the  quoted  exchange 
will  always  diflTer  10,  15,  or  20  per  cent  from  it.  However 
high  this  nominal  premium  may  be,  it  has  no  tendency  to 
send  gold  out  of  the  country,  for  the  purpose  of  drawing 
a  bill  against  it  and  profiting  by  the  premium  ;  because  the 
gold  so  sent  must  be  procured,  not  from  the  banks  and  at 
par,  as  in  the  case  of  a  convertible  currency,  but  in  the 
market,  at  an  advance  of  price  equal  to  the  premium.  In 
gnch  cases,  instead  of  saying  that  tlie  exchange  is  unfavour- 
able, it  would  be  a  more  correct  representation  to  say  that 
the  par  has  altered,  since  there  is  now  required  a  larger 
quantity  of  English  currency  to  be  equivalent  to  the  same 
quantity  of  foreign.  The  ex(?hanges,  however,  (continue  to 
be  computed  according  to  the  metallic  par.  The  quoted 
exchanges,  therefore,  when  there  is  a  depreciated  currency, 
are  conq^ounded  of  two  elements  or  factors ;  the  real  ex- 
change, which  follows  the  variations  of  international  pay- 
ments, and  the  nominal  exchange,  which  varies  with  the 
depreciation  of  the  currency,  but  which,  while  there  is  any 
depreciation  at  all,  must  always  be  unfavourable.  Since 
the  amount  of  dejm^ciation  is  exactly  measured  by  the  de- 
gree in  which  the  market  price  of  bullion  exceeds  the  mint 
valuation,  we  have  a  sure  criterion  to  determine  what  por- 
tion of  the  quoted  exchange,  being  referable  to  depreciation, 
may  be  struck  off  as  nominal ;  the  result  so  corrected  ex- 
pressing the  real  exchange. 

Hie  same  disturbance  of  the  exchanges  and  of  intenia- 
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tional  trade,  wliicli  is  produced  by  an  inireaped  issue  of  con- 
vertible bank  notes,  is  in  like  manner  |)rodiiecd  by  tlose 
extensions  of  credit,  which,  as  was  so  fully  shown  in  a  pre- 
ceding dmiJter,  have  the  same  effect  on  prices  as  an  increafe 
of  tlie  cnrrcncy.  Whenever  circnmstaneea  have  given  siich 
an  inipiilti(?  to  the;  spirit  of  speculation  as  to  occasion  a  grcnt 
increase  of  purciiases  on  credit,  money  prices  rise,  just  m 
niiicli  as  tliey  would  have  risen  if  each  person  who  bo  bim 
on  erwlit  had  bought  witli  money.  All  the  effects,  there- 
lore,  must  be  simihtr.  As  a  consequence  of  high  prices, 
exiiiirtiition  is  checked  ami  ini]]ortation  stimulated  ;  though 
in  fact  the  increase  of  inii)ortation  seldom  waits  for  the  rise 
of  jiriccs  which  is  the  consequence  of  speculation,  inasmuch 
as  some  of  the  great  articles  of  import  are  usually  among 
the  things  in  which  speculative  overtrading  first  shows  it- 
self. There  is,  therefore,  in  such  periods,  usually  a  great 
excess  of  imports  over  exports  ;  and  when  the  time  coniffl 
at  which  these  must  he  ]jaiil  lor,  the  exehanges  become  un- 
fav-oiirahlc,  and  gold  flows  out  <>(  the  countrv.  In  what  pre- 
cise manner  this  ptHux  of  gnld  takes  effect  on  prices,  de- 
pends on  circumstances  of  which  we  shall  presently  speak 
more  fully  ;  but  tliat  its  cffei-t  is  to  make  them  recoil  down- 
wards, is  ecrtain  and  evident.  Tlie  recoil  once  begun,  gen- 
erally hcciiuu'S  a  tutiil  rout,  and  the  unusual  extension  of 
ercdil  is  rapidly  exchanged  fur  aTi  unnsna!  contraction  of  it. 
Acc<irdingly.  wh.^n  credit  lias  been  imprudently  stretched, 
and  ihc  speculitlive  sjurit  carried  to  excess,  the  turn  of  the 
exchanges,  and  ci)nsci[ncTit  pressure  on  the  banks  to  obtain 
geld  fill'  exjiorlation,  arc  generally  the  proximate  eause  of 
the  cataslriiphe.  "fiiit  these  phemimena,  though  a  eonspicn- 
ous  acciuiipaniment,  are  no  (■sscnlial  part,  of  the  collapse  of 
credit  called  a  comnierciid  crisis ;  wddch,  as  we  formerly 
shiiwed,*  might  liap]icn  to  in-  girat  an  extent,  and  is  quite  as 
likely  ti>  loTiipcn.  in  a  connlry,  if  any  sueh  there  were,  alto- 
gclh.r  dcsllti.te  ef  fnreigiL  trade. 


CHAPTER  XXIIL 

OF   THE    RATE    OF    INTEREST. 

§  1.  The  present  seems  the  most  proper  place  for  dis- 
cussing the  circumstances  wliich  determine  the  rate  of  in- 
terest.  The  interest  of  loans,  being  really  a  question  of 
exchange  value,  falls  naturally  into  the  presient  division  of 
our  subject :  and  the  two  topics  of  Currency  and  Loans, 
though  in  themselves  distinct,  are  so  intimately  blended  in 
the  phenomena  of  what  is  called  the  money  market,  that  it 
i.s  impo.^ible  to  understand  the  one  without  the  otlier,  and 
111  many  minds  the  two  subjects  are  mixed  uj)  in  the  most 
inextricalile  confusion. 

In  the  preceding  Book*  we  defined  the  relation  in  which 
interest  stands  to  profit.  We  found  that  the  gross  i)rofit  of 
capital  might  be  distinguished  into  three  i)iirt8,  which  arc 
respectively  the  remuneration  for  risk,  for  trouble,  and  for 
the  capital  itself,  and  may  be  termed  insurance,  wajres  of 
.Bni>erintendence,  and  interest.  After  making  compensation 
for  risk,  that  is,  after  covering  the  average  losses  to  which 
capital  is  exposed  either  by  the  general  circumstances  of 
society  or  by  the  hazards  of  the  particular  em[)loyment, 
there  remains  a  surplus,  which  partly  goes  to  repay  the 
owner  of  the  capital  for  his  abstinence,  and  ]>artly  tlic  em- 
ployer of  it  for  his  time  and  trouble.  How  mu(-h  goes  to 
the  one  and  how  much  to  the  other,  is  shown  by  the  amount 


*  Supra,  book  ii.  chap.  xv.  g  1. 
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of  tiie  remiiiiCTation  which,  when  the  two  functions  are  aept 
rated,  the  uwiiiT  of  capital  can  obtain  from  the  emiiloviT 
for  its  use.  Thia  is  evidently  a  question  of  clcmand  and 
su])i'l_v.  Nor  have  donmiid  and  supply  any  difl'erent  mean- 
ing or  effect  ill  this  case  from  what  they  liave  in  all  otIieTs. 
Tlie  rate  of  interest  will  be  such  as  to  equalize  tlie  denmnd, 
for  loans  with  the  supply  of  them.  It  will  be  eiieh,  tliat 
exactly  its  much  as  some  people  are  desirous  to  borrow  at 
that  rate,  othcrfl  sliall  Ihj  willing  to  lend.  If  there  is  more 
offered  than  demanded,  intei-est  will  fall ;  if  more  is  de- 
manded than  offered,  it  will  rise  ;  and  in  both  cases,  to  tlie 
jH>iiit  at  wbJi'ii  the  equation  of  supply  and  demand  is  re- 
established. 

Both  llie  demand  and  supply  of  loans  fluctuate  more 
iucL'ssiuitly  than  any  other  demanil  or  supply  whatsoever. 
The  fiui-tuations  in  other  thinfiis  depend  on  a  limited  num- 
ber of  iiiflncT icing;  circumstances ;  but  the  desire  lo  hor- 
row,  and  the  willingness  to  lend,  are  more  or  less  influenced 
by  every  ein-unistance  wliieh  affects  the  state  or  prospecU 
(if  industry  or  conimerfe,  either  generally  or  in  any  of  their 
bniiiehes.  The  rate  of  interest,  therefore,  on  good  security, 
wliii'h  alone  we  have  here  to  consider  (for  interest  in  whiiJi 
considerations  of  ri^^k  hear  a  part  may  swell  to  any  amount) 
is  schiom,  in  the  great  centrts  of  money  transactions,  pre- 
I'i.sely  the  same  for  two  days  together;  as  is  shown  by  the 
ncveri-eiisiiijf  variiitioiis  in  the  quoted  prices  of  the  funds 
and  olhoi-  iLcgiitiablo  sccurilies.  Nevertbeless.  there  must 
be,  as  ill  other  ca,ses  of  value,  some  rate  which  (in  the  lan- 
guage of  Adam  Smith  and  Kii'srdo)  may  be  called  the  natu- 
ral rate;  some  rate  aliont  whieh  the  market  rate  oscillates, 
and  to  whii-h  it  always  tends  to  return,  Tliis  rate  partly 
dependj^  on  the  ammint  of  necumulation  going  on  in  lie 
bauds  of  persons  who  cannot  themselves  attend  to  the  em- 
phiynient  of  their  fiaviiifr.*,  imd  partly  on  the  comparative 
tawte  existing  in  the  eomminiity  for  the  active  pursuits  of 
industry,  or  for  the  leisure,  ease,  and  independence  of  »n 
annuitant. 
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§  2.  To  exclude  casual  fluctuations,  we  will  suppose 
commerce  to  be  iu  a  quiescent  condition,  no  eniployment 
being  unusually  prosperous,  and  none  particularly  distressed. 
In  these  circumstances,  the  more  thriving  producers  and 
traders  have  their  capital  fully  employeil,  and  many  are 
able  to  transact  business  to  a  considerably  greater  extent 
than  they  Iiave  capital  for.  These  are  naturally  borrowers : 
and  the  amount  which  they  desire  to  borrow,  and  can  give 
security  for,  constitutes  the  demand  for  loans  on  account  of 
productive  employment.  To  these  must  be  added  the  loans 
required  by  Government,  and  by  landowners,  or  other  un- 
productive consumers  who  have  good  security  to  give.  This 
constitutes  the  mass  of  loans  for  which  there  is  an  habilual 
demand. 

Now  it  is  conceivable  that  there  might  exist,  in  tlio 
hands  of  persons  disinclined  or  disqualitied  for  engaging 
personally  in  business,  a  mass  of  capital  equal  to,  and  even 
exceeding,  this  demand.  In  that  case  there  would  be  an 
habitual  excess  of  competition  on  the  part  of  lenders,  and 
the  rate  of  interest  would  bear  a  low  proportion  to  the  rate 
of  profit.  Interest  would  be  forced  down  to  the  point  which 
would  either  tempt  boiTowers  to  take  a  greater  amount  of 
loans  than  they  had  a  reasonable  expectation  of  being  able 
to  employ  in  their  business,  or  would  so  discourage  a  portion 
of  the  lenders,  as  to  make  them  cither  forbear  to  accumulate, 
or  endeavour  to  increase  their  income  by  engaging  in  busi- 
uesB  on  their  own  account,  and  incurring  the  risks,  if  not 
the  labours,  of  industrial  em]>loynicnt. 

On  the  other  hand,  the  capital  owned  by  persons  who 
prefer  lending  it  at  interest,  or  whose  avocations  prevent 
them  from  personally  superintending  its  employment,  may 
be  short  of  the  habitual  demand  for  loans.  It  may  be  in 
great  part  absorbed  by  the  investments  afforded  by  the  pub- 
lic debt  and  by  mortgages,  and  the  remainder  may  not  l>e 
safBcient  to  supply  tlie  wants  of  commerce.  If  so,  the  rate 
of  interest  will  be  raiseil  so  high  as  in  some  way  to  re-estal)- 
lifih  the  equilibrium.     When  there  is  only  a  small  difference 
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between  iiitLTL-st  ami  profit,  many  borrowers  may  no  longer 
be  willing  to  iiii;rt-itse  their  rL'Sjtoiisibilities  and  involve  tbeir 
credit  tor  tio  small  a  reniuucrHtioii :  or  some  who  would 
otherwise  have  engaged  in  biisinciis,  may  prefer  leisure,  and 
bef<.inii;  lenders  instead  of  bori'owers :  or  others,  under  tlit 
iudiieement  of  high  interest  and  easy  investment  for  their 
c;aj)ital,  may  retire  from  business  earlier,  and  with  smaller 
fortunes,  than  tbey  otherwise  would  have  done.  Or,  lagllj', 
there  is  another  process  by  which,  in  England  and  othtr 
eoramereiai  countries,  a  large  portion  ol'tJie  requisite  supply 
of  loans  is  obtained.  Instead  of  its  being  afforded  by  per 
sons  not  in  business,  the  affording  it  may  itself  bet-omc  a 
business.  A  portion  of  the  eapital  employed  in  trade  may 
be  sujiplied  by  a  chiss  of  prufcBsionsU  money  lenders.  Tlnsj 
money  lenders,  however,  must  have  moi-e  than  a  mere  iu- 
terest ;  they  must  have  the  ordinary  rate  of  profit  on  their 
capital,  risk  and  all  other  eirennistaneeB  being  allowed  for. 
But  it  can  never  answer  to  any  one  who  borrows  for  tlie 
purposes  of  Ins  business,  to  ]>ay  a  full  profit  for  capital  fruia 
whieh  lie  will  ouly  derive  a  full  jirofit :  and  moiieydend- 
ing,  as  an  employment,  for  the  regular  supply  of  trade,  can- 
nut,  therefore,  be  carried  on  except  by  persons  who,  in 
addition  to  their  own  eapitiil,  can  lend  their  credit,  or,  in 
otlier  wonls,  the  eajiitiij  of  otlier  people:  that  is,  baukera, 
and  [■crsuns  (sm-li  as  bill-brokers)  who  are  virtually  bankers, 
since  iliey  receive  Tuouey  in  dejiosit.  A  bank  which  lends 
its  notes,  lend-  c;ijiital  vvliich  it  borrows  from  the  commu- 
nity, and  for  wiiiidi  it  pa_\s  no  interest,  A  bank  of  deposit 
lends  capital  whieh  it  coUects  freni  the  community  in  small 
]>aruels;  fiunletime^  without  paying  any  interest,  as  ia  the 
case  with  the  London  private  hankers;  and  if,  like  the 
Scotch,  the  joint  sloek,  and  most  of  the  country  banks,  it 
doe^i  pay  interciit.  it  .-itill  ]iays  much  less  than  it  receives; 
foi'  the  drjiohitors,  wJio  in  any  other  way  could  mostly  ob- 
tain ibr  Hindi  aiindl  balances  no  interest  worth  taking  any 
trouble  fur,  are  glail  ti>  receive  even  a  little.  Having  this 
subsidiary  resource,  bankers  are  enabled  to  obtain,  by  lend- 
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ing  at  interest,  the  ordinary  rate  of  profit  on  their  own 
capital.  In  any  other  manner,  money-lending  could  not 
be  carried  on  as  a  regular  mode  of  business,  except  upon 
terms  on  which  none  would  consent  to  borrow  but  persons 
either  counting  on  extraordinary  profits,  or  in  urgent  need  ; 
unproductive  consumers  who  have  exceeded  their  means, 
or  merchants  in  fear  of  bankruptcy.  Tlie  disposable  capital 
deiHJsited  in  banks,  or  represented  by  bank  notes,  together 
with  the  funds  belonging  to  those  who,  either  from  neces- 
sity or  preference,  live  upon  the  interest  of  their  property, 
constitute  the  genend  loan  fund  of  the  country  :  and  the 
amount  of  this  aggregate  fund,  when  set  against  the  habit- 
ual demands  of  jiroducers  and  dealers,  and  those  of  the  gov- 
ernment and  of  unproductive  consumers,  determine  the 
permanent  or  average  rate  of  interest ;  which  nmst  always 
be  such  as  to  adjust  these  two  amounts  to  one  aiH»ther.* 
But  while  the  whole  of  this  mass  of  lent  cajiital  takes  eifect 
upon  tlm permanent  rate  of  interest,  \\\q  fluctuations  de})end 
almost  entirely  upon  the  portion  which  is  in  the  hands  of 
bankers ;  for  it  is  that  portion  almost  exclusively,  which, 
being  lent  for  short  times  only,  is  continually  in  the  market 
seeking  an  investment.  Tlie  capital  of  those  who  live  on 
the  interest  of  their  own  fortunes,  has  generally  sought  and 
found  some  fixed  investment,  such  as  the  public  funds, 
mortgages,  or  the  bonds  of  public  companies,  which  invest- 
ment, except  under  peculiar  temj)tati(>ns  or  necessities,  is 
not  changed. 

•  I  do  not  induflo  in  tho  gonoral  hmn  fund  of  the  country  the  fapitnls,  lartrr 
■f  they  w)3ictini08  are,  which  an'  hahitiially  (Mnj)loyorl  in  sppculativoly  hnyiiiK 
■nd  foiling  the  public  fundfl  and  other  soeurities  It  is  tnio  thnt  all  who  huy 
•enirities  add,  for  the  time,  to  the  geniTal  amount  of  money  on  loan,  and  lower 
ffttt  tanio  the  rate  of  inteW8t.  Itut  as  the  pennons  I  s|M'jik  of  huy  only  lo  sell 
■gtio  at  a  hiffher  price,  they  are  alternntely  in  the  position  of  lemh^rs  and  of 
borroweff:  their  operations  raise  the  rat*'  of  interest  at  one  time,  exartly  as 
much  as  they  lower  it  at  another.  Like  all  persons  who  huy  and  sell  on  specu- 
litioD,  their  function  w  to  equalize,  not  to  raise  or  lower,  the  value  of  the  com- 
■loditj.  When  they  ()(>eculate  prudently,  they  tcm[>er  tho  duetuatioiid  of  price ; 
when  impnidentlyf  they  often  aggravate  them. 
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§  3.  Fluc'tnationa  in  the  rate  of  interest  mee  from 
variatiuns  eitlitT  in  the  demand  for  loans,  or  iu  t  le  supply. 
Tlie  supply  is  liahle  to  variation,  though  less  so  than  tLe 
demand.  TIlb  willingness  to  lend  ia  greater  tlian  usual  at 
tilt  fummeiiocnicnt  of  a  jieriod  of  speculation,  and  nuich  leas 
tlian  usual  during  the  revulsion  which  follows.  In  speca- 
hilive  times,  niLiney-lendere  a^  well  as  other  people  are  in- 
clined to  extend  their  hnsiness  hy  streteliing  their  credit; 
they  lend  more  than  usual  (just  ae  other  classes  of  dealers 
and  producers  einphiy  nu>rc  than  usual)  of  capital  which 
does  not  belong  to  them.  Accordingly,  these  are  the  times 
when  the  I'ate  of  interest  is  low ;  though  for  this  too  (as  wc 
shall  immediately  see)  there  are  otlier  causes.  During  the 
revulriion,  on  tlie  contrary,  interest  always  rises  inordinately, 
hecause,  while  there  is  a  nios^t  pressing  need  on  the  part  of 
many  personB  to  borntw,  there  is  a  general  disineli  nation 
to  lend.  This  (ii.Unclination,  when  at  its  extreme  point,  is 
called  a  i>iinic.  It  occurs  when  a  succession  of  unexpected 
failures  lias  erenfed  in  the  mercantile,  and  sometimes  also  in 
the  noii-nicrcantiIe  puldic,  a  general  distnist  in  each  other's 
solvency ;  dipposiiig  every  one  not  only  to  refuse  fresh  credit, 
except  oil  very  onerous  term?,  but  to  call  in,  if  possible,  all 
credit  which  he  has  already  given.  Deposits  are  withdrawn 
fiiini  hanks ;  notes  are  returned  on  the  issuers  in  exchange 
for  s]ie('ii' ;  Iiaiikers  riiisc  tlieir  rate  of  discount,  and  with- 
linld  their  curituniary  advances ;  merchants  refuse  to  renew 
nierciiutilc  hill-.  At  sut-h  times  the  moat  calamitous  con- 
sL'ijnenccri  were  furnierly  experienced  from  the  attempt  of 
the  law  to  prevent  more  tlian  a  certain  limited  rate  of  in- 
terest from  lieinjr  given  or  taken.  Persons  who  could  not 
liorrow  at  five  per  cent,  hud  to  ]iay,  not  six  or  seven,  but 
feu  or  fif>een  per  cent,  to  comiiensato  the  lender  for  risking 
tlie  jieualties  of  tjie  law  :  or  liiid  to  sell  securities  or  goods 
fcir  rcadv  nuiney  at  a  still  greater  sacrifice, 

K\i'e|it  at  sucIl  periods,  the  auLount  of  capital  disposable 
on  lo:m  is  suhjrct  to  little  other  variation  than  that  which 
arises  from  the  gradual  ju-occss  of  accumulation  j    which 
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procesB,  however,  in  the  great  eoniiiiercial  countries,  is 
Buffieiently  rapid  to  account  for  the  almost  ]jeriodical  re- 
currence of  these  lits  of  speculation ;  since,  when  a  few 
yeard  have  elapsed  without  a  crisis,  and  no  new  and  tempt- 
ing channel  for  investment  has  been  o}>ened  in  the  mean- 
time, there  is  always  found  to  have  occurred  in  those  few 
years  so  large  an  increase  of  capital  seeking  investment,  as 
to  have  lowered  considerably  the  rate  of  interest,  wliether 
indicated  by  the  prices  of  securities  or  by  the  rate  of  dis- 
count on  bills ;  and  this  diminution  of  uiterest  tempts  the 
possessors  to  incur  hazards  in  hopes  of  a  more  considerable 
return. 

The  demand  for  loans  varies  much  more  larffelv  than 
the  supply,  and  embraces  longer  cycles  of  years  in  its  ab- 
errations. A  time  of  war,  for  example,  is  a  period  of 
unusual  drafts  on  the  loan  market.  The  Government,  at 
such  times,  generally  incurs  new  loans,  and  as  these  usually 
succeed  each  other  rapidly  as  long  as  the  war  lasts,  the 
general  rate  of  interest  is  ke])t  higher  in  war  than  in  {)eace, 
without  reference  to  the  rate  of  })rofit,  and  pro<:luctive  in- 
dustry is  stinted  of  its  usual  supplies.  During  part  of  the 
last  French  wai',  the  government  could  not  burrow  under 
six  per  cent,  and  of  course  all  other  borrowui-s  had  to  pay 
at  least  as  much.  Nor  does  the  influence  of  these  loans 
altogether  cease  when  the  government  ceases  to  contract 
others ;  for  those  already  contracted  continue  to  afford  an 
investment  for  a  greatly  increased  amount  of  the  disposable 
capital  of  the  country,  which,  if  the  national  debt  were  paid 
off,  would  be  addeil  to  the  ma-ss  of  <apital  seekin<:  invest- 
ment, and  (independently  of  tempurarv  disturbance)  iruuld 
not  but,  to  some  extent,  permanently  lower  the  rate  of  in- 
terest. 

The  same  effect  <m  interest  whi(*h  is  procured  by  gov- 
ermnent  loans  for  war  expen<litui'e,  is  produced  by  the  sud- 
den opening  of  any  new  and  gen(»rally  attractive  mode  of 
permanent  investment.  The  only  instance  of  the  kiiul  in 
recent  history  on  a  scale  comparable  to  that  of  the  war 
63 
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loans,  19  till!  aliBoqitioii  of  capital  iu  the  construction  of  rail- 
ways. This  capital  must  liave  bet'n  principally  drawn  from 
tfie  deposits  in  bauks,  or  from  savings  wliich  would  have 
gone  into  dejiosit,  and  which  were  destined  to  be  ultimately 
employed  in  buying  seciirities  from  persons  who  would  have 
employed  the  purchase  money  in  discounts  or  either  loans  al 
interest :  iu  either  case,  it  was  a  draft  un  the  general  loan 
fund.  It  is,  in  fact,  evident,  that  unless  savings  were  made 
expressly  to  be  employed  in  railway  adventure,  the  amount 
thus  employed  must  have  been  derived  cither  from  the 
actual  capital  of  persons  in  business,  or  from  capital  wbieh 
would  have  been  lent  to  pi'i-sons  iu  business.  In  the  first 
case,  the  subtraction,  by  crip]>ling  their  means,  obliges 
thcTu  to  be  larger  borrowers;  in  the  second,  it  leaves  lea 
for  them  to  borrow  j  iu  either  case  it  equally  tends  to  raise 
the  rate  of  iiitoi'est. 

§  4.  Friiiii  the  preceding  considerations  it  would  be 
^eeu,  even  if  it  were  not  otherwise  evident,  how  great  an 
error  it  is  to  imagine  lliat  the  rate  of  interest  be-ars  any 
necessnry  relation  to  the  quantity  or  value  of  the  money  in 
circnlation.  An  increase  of  the  currency  has  in  itself  nu 
t'ffecl,  and  is  iiiea]iable  of  having  any  effect,  on  the  rate  of 
hiterest,  A  paper  currency  issued  by  government  in  the 
paynicnt  uf  its  urdiuary  expenses,  in  however  great  excess 
it  may  be  i.->ued,  affei-ts  the  rate  of  interest  in  no  manner 
whatever.  It  iliuiiidslics  itnlned  the  power  of  money  to 
buy  eonimodities,  but  not  the  power  of  money  to  buy  money. 
If  a  bundri'<I  pounds  will  buy  a  perpetual  annuity  of  four 
pounds  a  year,  a  depireiation  which  makes  the  hundred 
jMitnids  wiirth  ordy  half  a*  niueli  a:?  before,  haa  precisely  the 
same  effect  im  the  four  pounds,  and  therefore  cannot  alter 
the  relation  between  the  two.  TTnless,  indeed,  it  is  known 
ami  reckoned  upon  that  the  depreciation  will  only  be  tem- 
porary :  for  jicoplo  certainly  raigbt  lie  willing  to  lend  tlifl 
dejiri'ciiited  curre7u-y  on  cheaper  terms  if  they  expected  to 
be  repaid  in  mcney  of  full  v;due. 
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It  iB  perfectly  true  that  in  Englaud,  and  in  most  other 
commercial  countries,  an  addition  to  the  currency  almost 
always  Beems  to  have  the  effect  of  lowering  the  rate  of  in- 
terest ;  because  it  is  almost  always  accompanied  by  some- 
thing which  really  has  that  tendency.  The  currency  in 
common  use,  being  a  currency  provided  by  bankere,  is  all 
issued  in  the  way  of  loans,  except  such  part  as  happens  to 
be  employed  in  the  purchase  of  gold  and  silver.  The  same 
operation,  therefore,  which  adds  to  the  currency,  also  adds 
to  the  loans,  or  to  the  capital  seeking  investment  on  loan  ; 
properly,  indeed,  the  currency  is  only  increased  in  order 
that  the  loans  may  be  increased.  Now,  though  as  currency 
these  issues  have  not  an  affect  on  interest,  as  loans  they 
have.  Inasmuch  therefore  as  an  expansion  or  contraction 
of  paper  currency,  when  that  currency  consists  of  bank 
notes,  is  always  also  an  expansion  or  contraction  of  cre<lit ; 
the  distinction  is  seldom  properly  drawn  between  the  ettccts 
which  belong  to  it  in  the  former  and  in  the  latter  character, 
Tlic  confusion  is  thickened  by  the  unfortunate  misaj^pHca- 
tion  of  language,  which  designates  the  rate  of  interest  by 
a  phrase  (*'  the  value  of  money  ■')  which  properly  ex{)ressc^ 
the  purchasing  power  of  the  circulating  niediuni.  Not 
only,  therefore,  are  bank  notes  supposed  to  produce  effevts 
as  currency,  which  they  only  produce  as  loans,  but  atten- 
tion is  habitually  diverted  from  effects  similar  in  kind  and 
much  greater  in  degree,  when  produced  by  an  action  on 
loans  which  does  not  happen  to  be  accompanied  by  any 
action  on  the  currencv. 

For  example,  in  considering  the  effect  produced  by  the 
proceedings  of  banks  in  encouiaging  the  excesses  i^i  specu- 
lation, an  immense  effect  is  usuallv  attributed  to  their  is.>U(*s 
of  notes,  but  until  of  late  hardly  any  attention  was  paid  to 
tlie  management  of  their  depo>its,  tlu»ugh  nothing  is  more 
certain  tlian  that  their  im])rudent  extensions  of  credit  take 
place  more  frequently  by  means  of  their  deposits  than  of 
tlidr  iflimpfl,     "  There  is  no  d«>ubt,"  says  Mr.  T(.M)ke,*  ''  that 

irif  itUo  tfu  Curnncif  J'rincipif^  chap.  xiv. 
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blinks,  whether  jtrivato  or  joint  stocfe,  may,  if  imprudently 
londucted,  minister  tu  an  undue  extension  of  credit  fur  tlie 
purjiose  of  speculations,  whether  in  commodities,  or  in  over- 
tradiiij^  in  cxporia  or  impurtB,  or  in  building  or  mining 
operatiLins,  and  tiiat  tliey  have  so  ministered  not  unfre- 
i|nont)y,  and  in  some  ea^es  to  an  extent  niinoue  to  tbem- 
PL-lves,  and  witlioiit  ultimate  benefit  to  the  parties  to  who>e 
views  tiieir  resources  were  made  subservient."  But,  "sui>- 
pijsing  al!  the  deposits  received  by  a  bauker  to  be  in  coiu, 
is  lie  not,  just  as  much  as  the  issuing  banker,  exposed  to  the 
importunity  of  customers,  whom  it  may  be  impolitic  to  re- 
fuse, I'or  loans  or  discounts,  or  to  be  tempted  by  a  high 
interest '.  and  may  he  not  be  induced  to  encroae)i  so  much 
upon  his  dejKeits  as  to  leave  him,  under  not  improbable 
cirt;nmstan(;cs,  unable  to  meet  the  demands  of  his  depot- 
itore  i  In  what  resjiect,  indeed,  would  the  case  of  a  banker 
in  a  perfectly  metallic  circulation,  differ  from  that  of  a 
London  banker  at  the  j)rcsent  day  f  lie  is  not  a  creator 
of  miiiicy,  lie  cannot  avail  hiiiiRclf  of  his  privilege  as  an 
issuer  in  aid  of  his  otliur  business,  and  yet  there  have  been 
lameTitable  iuslariccs  of  London  bankers  issuing  money  in 
excess." 

In  the  discussions,  too,  which  have  been  for  so  many 
years  carried  on  rcspecfiiig  ihe  operations  of  the  Bank  of 
En^liiinl,  (uid  the  eflceta  produced  by  those  operations  on 
tlic  state  of  credit.  tliouj;h  for  nearly  half  a  century  ther« 
never  has  been  a  coniruen-ial  crisis  which  the  Bank  has  not 
been  atrenu■m^ly  accused  either  of  producing  or  of  aggra- 
vating, it  ban  been  almoi^t  nnivcrsaily  assumed  that  the 
iuHuciii'e  of  its  ar'ts  was  IVlt  only  through  the  amount  of  ils 
notes  in  circularion.  and  t!i;it  if  it  could  be  prevented  from 
exercising  uiiy  disc-rclion  ns  to  that  one  feature  in  its  posi- 
titiii,  it  would  no  Imigcr  have  any  jiowcr  liable  to  abuse, 
'fliis  at  least  is  an  ermr  which,  afler  the  experience  of  the 
year  ls4T,  we  niiiy  hope  has  liecn  committed  for  the  laet 
time.  During  that  year  the  hands  of  the  bank  were  abw- 
liiN'ly  lied,  in  its  character  of  a  bank  of  issue :  but  thmngli 
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its  operations  as  a  bank  of  deposit  it  exercised  as  great  an 
influence,  or  apparent  influence,  on  the  rate  of  interest  and 
the  state  of  credit,  as  at  any  former  period  ;  it  was  exposed 
to  as  vehement  accusations  of  abusing  that  influence ;  and 
a  crisis  occurred,  such  as  few  that  preceded  it  had  equalled, 
and  none  perhaps  surpassed,  in  intensity. 

§  6.  Before  quitting  the  general  subject  of  this  (•hap- 
ter,  I  will  make  the  obvious  remark,  that  the  rate  of  interest 
determines  the  value  and  price  of  all  those  saleable  articles 
which  are  desired  and  bought,  not  for  themselves,  but  for 
the  income  which  they  are  capable  of  yielding.  The  pub- 
lic funds,  shares  in  joint  stock  companies,  and  all  descrip- 
tions of  securities,  are  at  a  high  price  in  proportion  as  the 
rate  of  interest  is  low.  Tliey  are  sold  at  the  price  which 
will  give  the  market  rate  of  interest  on  the  purchase  money, 
with  allowance  for  all  diflferences  in  the  risk  incurred,  or  in 
any  circumstance  of  convenience.  Exchequer  bills,  for  ex- 
ample, usually  sell  at  a  higher  price  than  consols,  })ropor- 
tionally  to  the  interest  which  they  yield ;  because,  though 
the  security  is  the  same,  yet  the  former  being  annually  i)aid 
off  at  par  unless  renewed  by  the  holder,  the  purchaser 
(unless  obliged  to  sell  in  a  moment  of  general  emergency,) 
is  in  no  danger  of  losing  anything  by  the  resale,  except  the 
premium  he  may  have  paid. 

Tlie  price  of  land,  mines,  and  all  other  fixed  sources  of 
income,  depends  in  like  manner  on  the  rate  of  interest. 
Land  usually  sells  at  a  higher  price,  in  proportion  to  the 
income  afforded  by  it,  than  the  public  funds,  not  only  be- 
cause it  is  thought,  even  in  this  country,  to  be  somewhat 
more  secure,  but  because  ideas  of  power  and  dignity  are 
asBOciated  with  its  possession.  But  these  differences  are 
constant,  or  nearly  so  ;  and  in  the  variations  of  ]>rice,  land 
follows,  eoBteris  partlms^  the  permanent  (though  of  course 
not  the  daily)  variations  of  the  rate  of  interest.  When 
interest  is  low,  land  will  naturally  be  dear ;  when  interest 
IB  hi|^  land  will  be  cheap.     The  last  long  war  presented 
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A  striking  exception  to  tliie  rule,  since  tlie  price  of  land  as 
■wull  as  the  rate  of  interest  was  tlieii  remsirkaljly  liigh.  For 
ttiisj  liowever,  tlicre  was  a  special  cauae.  The  continuance 
tif  a  very  high  average  price  of  corn  foi-  many  years,  had 
raised  the  rent  of  land  even  more  than  in  proportion  to  the 
rise  of  interest  and  fall  of  the  selling  piiee  of  fixed  incomes. 
Had  it  not  been  for  this  accident,  chiefly  dependent  on  the 
seasons,  land  must  hsive  suetained  as  great  a  dei>reciation 
in  value  as  the  puhlie  funds  :  which  it  prohably  would  do, 
were  a  similar  war  to  lireak  out  hereafter;  to  the  signal 
disappointntent  of  tliose  landlords  and  farmers  who,  gen- 
eralizing from  the  casual  ci re uui stances  of  a  reuiarkaltle 
period,  so  hmg  persnaded  themselves  that  a  state  of  war 
was  peculiarly  advantageous,  and  u  state  of  peace  disadTan- 
tageous,  to  what  they  chose  to  call  the  interests  of  agricul- 
ture. 


CHAPTER  XXIV. 

OF  THE  REGULATION  OF  A  CONVERTIBLE  PAPER 

CURRENCY. 

§  1.  The  frequent  recurrence  during  the  last  half  cen- 
ury  of  the  painful  series  of  phenomena  called  a  commercial 
risis,  has  directed  much  of  the  attention  both  of  economists 
Jid  of  practical  politicians  to  the  contriving  of  expedients 
or  averting,  or  at  the  least,  mitigating  its  evils.  And  the 
labit  which  grew  up  during  the  era  of  the  Bank  restriction, 
»f  ascribing  all  alterations  of  high  and  low  prices  to  the 
Bsues  of  banks,  has  caused  inquirers  in  general  to  fix  their 
lopes  of  success  in  moderating  those  vicissitudes,  upon 
chemes  for  the  regulation  of  bank  notes.  A  scheme  of  this 
latnre,  after  having  obtained  the  sanction  of  high  authori- 
ies,  so  far  established  itself  in  the  public  mind,  as  to  be, 
nth  general  approbation,  converted  into  a  law,  at  the  re- 
lewal  of  the  Charter  of  the  Bank  of  England  in  1844 :  and 
he  regulation  is  still  in  force,  though  with  a  great  abate- 
aent  of  its  popularity,  and  with  its  prestige  impaired  by 
wo  temporary  suspensions,  on  the  responsibility  of  the 
xecntive,  the  earlier  of  the  two  little  more  than  three  years 
fter  its  enactment.  It  is  proper  that  the  merits  of  this  plan 
JT  the  regulation  of  a  convertible  bank  note  currency  should 
>e  here  considered.  Before  touching  upon  the  practical 
provisions  of  Sir  Robert  Peel's  Act  of  1844,  I  shall  briefly 
tate  the  nature,  and  examine  the  grounds,  of  the  theory  on 
rfiich  it  is  foi:  aded. 

It  Is  believi     by  many,  that  banks  of  issue  universally, 
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or  tiuiBiiiik  <i(  England  in  piirticular,  have  fl  power  of  throw- 
in}!  tht'ir  iiotCB  into  (.'irculation,  anJ  thereby  raising  prices, 
arbitrarily ;  tlmt  tliis  power  is  only  limited  by  the  di-gree 
of  moderation  with  which  they  think  fit  to  exercise  it;  that 
when  they  increase  their  issues  beyond  the  usual  amount, 
tlie  rise  of  prices,  thus  produced,  generates  a  spirit  of  specu- 
lation in  commodities,  wliich  carries  prices  still  Iiigher,  and 
nitimately  causes  a  reaction  and  recoil,  amoimting  in  en- 
treme  cases  to  a  commereial  crisis;  and  that  every  such 
crisis  which  has  occunt'd  in  this  country  within  mercantile 
memory,  has  been  cither  originally  produced  by  this  canse, 
or  greatly  aggravated  by  it.  To  ihis  extreme  length  the 
currency  tlieory  has  not  been  carried  by  the  eminent  politi- 
cal economists  who  liavc  given  to  a  more  moderate  form  of 
the  same  theory  the  sanction  of  their  names.  But  I  have 
not  overstated  the  extravagance  of  the  popular  version; 
which  h  a  remarkable  instance  to  wliat  lengths  a  favonrite 
theory  will  liun-y,  not  the  dosei  students  whose  conipettmcy 
in  such  ipic^tious  is  often  tresitcd  witii  bo  much  contempt, 
but  men  of  the  world  and  of  business,  who  pique  tliemsclves 
on  the  pnictienl  knowledge  which  tlicy  have  at  least  had 
ample  opjiortiinilies  of  acquiring.  Not  only  has  this  fixed 
idea  of  the  currency  as  the  prime  agent  in  the  fluctuations 
of  price,  made  ihcin  shut  tbcir  i>yes  to  the  multitude  of  cir- 
cnmstanci'B  which,  by  influencing  the  expectation  of  supply, 
arc  the  true  causes  of  alnio!;!  all  s]in(-ii]afions  and  of  almost 
all  tluctujitions  of  price ;  but  in  order  to  bring  about  the 
clirfinological  agreement  required  by  their  theory,  between 
the  variations  of  bank  issues  and  those  of  prices,  they  have 
]daycd  such  fantastic  tricks  with  facts  and  dates  as  would 
be  tlicnight  incTcilIlilc,  if  an  emitieut  praotif;ftl  authority  had 
not  tiikeii  tlie  Irmiblc  of  mei'ting  them,  on  the  ground  of 
mere  liistorv,  with  an  cbihiirnte  exposure.  I  refer,  as  all  con- 
VDi'sant  Willi  the  subject  must  be  aware,  to  Mr.  Tooke's  His- 
tory of  Prices.  The  i-esiilt  of  Mr.  Tooke's  investigations  was 
thus  stated  byhimsclf,  in  his  exaTuiii.lt  ion  before  the  Conimoufl 
Committee  on  ihe  ISiink  Charter  question  in  1832  ;  and  the 
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evidences  of  it  stand  recorded  in  his  book :  '^  In  point  of 
fact,  and  historically,  as  far  as  my  researches  have  gone, 
in  every  signal  instance  of  a  rise  or  fall  of  prices,  the  rise  or 
fall  has  preceded,  and  therefore  could  not  be  the  effect  of, 
an  enlargement  or  contraction  of  the  bank  circulation." 

The  extravagance  of  the  currency  theorists,  in  attribut- 
ing almost  every  rise  or  fall  of  prices  to  an  cnlargcmciit  or 
contraction  of  the  issues  of  bank  notes,  has  raised  up,  l)y 
reaction,  a  theory  the  extreme  opposite  of  the  former,  of 
which,  in  scientific  discussion,  the  most  prominent  repre- 
sentatives are  Mr.  Tooke  and  Mr.  Fullarton.  Tliis  counter- 
theory  denies  to  hank  notes,  so  long  as  their  convertibility 
is  maintained,  any  power  whatever  of  raising  prices,  and  to 
banks  any  power  of  increasing  their  circulation,  except  as 
a  consequence  of,  and  in  proportion  to,  an  increase  of  the 
business  to  be  done.  This  last  statement  is  supported  by 
the  unanimous  assurances  of  all  the  country  bankers  who 
have  been  examined  before  successive  Parliamentary  Com- 
mittees  on  the  subject.  They  all  bear  testimony  that  (in 
the  words  of  Mr.  Fullarton*)  *'the  amount  of  their  issues 
is  exclusively  regulated  by  the  extent  of  local  dealiugs  and 
expenditure  in  their  respective  districts,  fluctuating  with 
the  fluctuations  of  production  and  price,  and  that  they 
neither  can  increase  their  issues  beyond  the  limits  which 
the  range  of  such  dealings  and  expenditure  prescribes,  with- 
out the  certainty  of  having  their  notes  immediately  returned 
to  them,  nor  diminish  them,  but  at  an  almost  equal  cei-tainty 
of  the  vacan<?y  being  filled  up  from  some  other  scmrce.'" 
From  these  premises  it  is  argued  by  Mr.  Tooke  and  Mr. 
Fullarton,  that  bank  issues,  since  they  cannot  be  increased 
in  amount  unless  there  be  an  increased  demand,  cannot  j»<)s- 
iihly  raise  prices ;  cannot  encotirage  speculation,  nor  occa- 
sion a  commercial  crisis ;  and  that  the  attemjH  to  guard 
against  that  evil  by  an  artificial  nianagement  of  the  issue 
of  notes,  is  of  no  eflTect  for  the  intended  purpose,  and  liable 
to  produce  other  consequenct^  extremely  calamitous. 

•  RfffnlatioH  of  (Jurreneien^  p.  85. 
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§  2.  A3  mucli  of  tljis  doetrine  as  rests  upon  testimony, 
and  not  n]HPii  inference,  appears  to  me  incontrovertible.  I 
give  eomplete  fvedeni-e  to  tlie  assertion  of  the  eonntry  bank- 
ers, very  clearly  and  c-orrcctly  comlensed  into  a  siiiat)  com- 
pass in  the  sentence  jnst  qnoted  from  Mr,  Fullarton.  I  am 
convinced  tliat  tlicy  cannot  possibly  increase  their  issne  of 
notes  in  anyotlier  circumstances  than  those  which  are  tliepo 
stated.  I  believe,  also,  that  the  theory,  grounded  by  Mr. 
Fnlhirton  upon  this  fact,  contains  a  large  portion  of  truth, 
and  is  far  ncjirer  to  being  the  expression  of  the  whole  truth 
than  any  form  whatever  of  the  currency  theorj-. 

Tlicre  arc  two  states  of  the  markets :  one  which  may  be 
termed  the  qnie-icerit  stiite,  the  other  the  expectant,  or  specn- 
lativt;  state.  Tlie  first  is  that  in  which  there  is  nothing 
tomling  to  enji;euder  in  any  considerable  portion  of  the  mei^ 
<:!iiitile  public  a  desire  to  extend  their  operations.  The  pro- 
ducers pi'odni'e  and  the  dealers  purchase  only  tlieir  usual 
stocks,  haviiijr  no  expectation  of  a  more  than  usually  rapid 
vent  for  them.  Eiicli  person  transacts  his  ordinary  amount 
of  business  and  no  more,  or  increases  it  only  in  correspond- 
ence with  the  increase  of  his  capital  or  connexion,  or  with 
the  gradual  grnwih  of  the  demand  for  his  commodity,  occa- 
sioned by  the  public  i>rosperity.  Not  meditating  any  unusual 
extensiiin  of  tht^ir  own  openitiims,  producers  and  dealers  do 
not  need  luoru  than  the  usual  acconnuodution  fram  bankers 
and  other  money  lenders;  and  as  it  is  only  by  extending 
their  loans  that  bankers  increase  their  issues,  none  but  a 
inoninntary  augmentation  of  i-ssues  is  in  these  cireumstant« 
po.ssible.  If  at  a  certain  time  of  the  year  a  portion  of  the 
jmblic  have  lai;ger  payments  to  make  than  at  other  times,  or 
if  an  inrlividual,  under  some  peculiar  exigency,  requires  nn 
extra  advance,  they  may  ai'jily  for  more  bank  notes,  and 
olitnin  them;  but  ihe  mites  will  im  more  remain  in  circulation, 
than  the  c.vira  (juanlityuf  Bank  of  England  notes  which  are 
issued  om-o  in  every  three  months  in  payment  of  the  divi- 
dends. The  person  to  whom,  after  being  borrowed,  the  notee 
are  paid  away,  has  no  extra  payments  to  make,  and  no  f^ 
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caliar  exigcnoy,  and  he  keeps  them  by  him  nniised,  or  scikIr 
them  into  dejKwit,  or  repays  with  them  a  previous  advance 
made  to  him  by  some  banker :  in  any  ease  he  does  not  buy 
eommodities  with  them,  since  by  tlie  supposition  tlicre  is  no 
thing  to  induce  him  to  lay  in  a  larger  stock  of  comuKxlities 
than  before.  Even  if  we  suppose,  as  we  jnay  do,  that  bankers 
create  an  artificial  increase  of  the  demand  for  loans,  bv  offer- 
ing  them  below  the  market  rate  of  interest,  the  notes  they 
issue  will  not  remain  in  circulation  ;  for  when  the  boiTower, 
liaving  completed  the  transaction  for  which  he  availed  him- 
self of  them,  has  paid  them  away,  the  creditor  or  dealer  who 
receives  them,  having  no  demand  for  the  immediate  use 
of  an  extra  quantity  of  notes,  sends  them  into  deposit. 
In  this  case,  therefore,  there  can  be  no  addition,  at  the 
discretion  of  bankers,  to  the  general  circulating  medium: 
any  increase  of  their  issues  either  comes  back  to  them,  or 
remains  idle  in  the  hands  of  the  public,  and  no  rise  takes 
place  in  prices. 

But  there  is  another  state  of  the  markets,  strikingly  con- 
trasted with  the  preceding,  and  to  this  state  it  is  not  so 
obvious  that  the  theory  of  Mr.  Tooke  and  Mr.  Fullarton  is 
applicable;  namely,  when  an  impression  prevails,  whether 
well  founded  or  groundless,  that  the  suj)[)ly  of  one  or  more 
great  articles  of  commerce  is  likely  to  fall  short  of  the  ordi- 
nary consumption.  In  such  circumstances  all  ]>crsons  con- 
nected with  those  commtKlities  desire  to  extend  their  oper- 
ations. The  producers  or  importers  desire  to  produce  or 
import  a  lai^er  quantity,  speculators  desire  to  lay  in  a  stock 
iu  onier  to  profit  by  the  expected  rise  of  price,  and  hoMers 
of  the  comm(Kiity  desire  ad<litional  advances  to  enabhi  them 
to  continue  holding.  All  these  classes  are  disposed  to  make 
a  more  than  ordinary  use  of  their  credit,  and  t<»  this  desire  it 
is  not  denied  that  bankers  verv  often  undnlv  a<lniinister. 
Effects  of  the  same  kind  mav  l>e  i>roduced  bv  anvthin<^ 
which,  exciting  more  than  usual  hopes  of  profit,  gives 
mcreased  briskness  to  business:  for  example,  a  sudden 
foreign  demand  for  commodities  on  a  large  scale,  or  the 
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expectation  of  it ;  such  as  occurred  on  the  opening  of  Spanish 
America  to  Englisli  trade,  and  liaa  occurred  on  various  occa- 
sions in  the  trade  with  the  United  States.  Such  occnrrenos 
produce  a  tendency  to  a  rise  of  price  in  exportable  articles, 
and  generate  fipei-ulations,  sonietitiies  of  a  reasonable,  and 
(as  long  as  a  lavgc  pnipnrtioii  of  men  in  business  prefer 
excitement  to  safety)  frequently  of  an  irrational  or  immod- 
erate character.  In  snch  cases  there  is  a  desire  in  the  mor- 
eautilo  classes,  or  in  some  portion  of  them,  to  employ  their 
credit,  in  a  more  than  usual  degi'ce,  as  a  power  of  purehasing. 
This  is  ft  state  of  business  which,  when  pushed  to  an  extreme 
length,  Imnga  on  the  revulsion  called  a  commercial  criBis; 
and  it  isakiio^m  fact  that  such  periods  of  specnJulion  hardl; 
ever  pass  off  without  having  been  attended,  during  some 
liai-t  of  their  progress,  by  a  considerable  increase  of  bani 
notes. 

To  this,  however,  it  is  replied  by  Mr.  Toolce  and  Mr. 
Fuilartoii,  tiiat  the  increase  of  the  circulation  always  follow! 
instead  of  preceding  the  rise  of  prices,  and  is  not  its  canse, 
but  its  effect.  Ttiiit  in  the  first  place,  the  speculative  pnr 
chases  by  which  jincca  are  raised,  are  not  affected  by  bant 
notes  biit  by  cheques,  or  still  more  commonly  on  a  simple 
book  credit :  and  aeeondty,  even  if  they  were  made  with  bank 
notes  borrowed  for  that  express  purjiose  from  bankers,  the 
notes,  after  being  used  for  that  purpose,  would,  if  not  wanted 
for  current  fraiisiK-tions,  be  returned  into  deposit  by  the  pe^ 
sons  receiving  tlicin.  In  this  I  fully  concur,  and  I  regard  it 
as  ]iroved,both  scientifically  and  historically,  that  during  the 
asccndingpcriiid  of  [^peculation,  and  as  long  as  it  is  confined 
to  transactions  between  dealers,  the  issues  of  bank  notes  are 
seldom  umtcriaily  increastil,  nor  contribute  anything  to  the 
speculative  rise  of  jirices.  It  seems  to  mc,  however,  thai 
this  can  no  longer  bo  affirmed  when  speculation  has  pro 
(^ecderl  so  fai-  as  to  reach  the  producers.  Speculative  orden 
given  liy  mercliants  to  mamifacturcrs  induce  them  to  extcad 
thei]'  operations,  and  to  become  applicants  to  bankers  for 
increased  advances,  which,  if  made  in  notes,  are  not  ptid 
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a  persons  who  return  them  into  deposit,  but  are  par- 
zpended  in  paying  wages,  and  pass  into  the  various 
U  of  retail  trade,  where  they  become  directly  eflfective 
lacing  a  further  rise  of  prices.  I  cannot  but  tliink 
is  employment  of  bank  notes  must  have  been  power- 
3erative  on  prices  at  the  time  when  notes  of  one  and 
jnds  value  were  permitted  by  law.  Admitting,  how- 
lat  the  prohibition  of  notes  below  five  pounds  has  now 
jd  this  part  of  their  operation  comp.iratively  insig- 
t  by  greatly  limiting  their  applicability  to  the  payment 
;es,  there  is  another  form  of  their  instrumentality 
3omes  into  play  in  the  later  stages  of  speculation,  and 
forms  the  principal  argument  of  the  more  moderate 
ters  of  the  currency  theory.  Though  advances  by 
8  are  seldom  demanded  for  the  purpose  of  buying  on 
Ltion,  they  are  largely  demanded  by  unsuccessful  specu- 
OT  the  purpose  of  holding  on ;  and  the  competition  of 
peculators  for  a  share  of  the  loanable  capital,  makes 
aose  who  have  not  speculated,  more  dependent  than 
on  bankers  for  the  advances  they  require.  Between 
ending  period  of  speculation  and  the  revulsion,  there 
iterval  extending  to  weeks  and  sometimes  months,  of 
ing  against  a  fall.  The  tide  having  shown  signs  of 
J,  the  speculative  liolders  are  unwilling  to  sell  in  a 
market,  and  in  the  meantime  they  require  funds  to 
them  to  fulfil  even  their  ordinary  engagements.  It  is 
ge  that  is  ordinarily  marked  by  a  considerable  increase 
amount  of  the  bank  note  circulation.  Tliat  such  an 
e  does  usually  take  place,  is  denied  by  no  one.  And  I, 
t  must  be  admitted  that  this  increase  tends  to  prolong^ 
ration  of  the  spec^ilations ;  that  it  enables  the  Bpecu- 
prices  to  be  kept  up  for  some  time  after  they  would 
ise  have  collapsed ;  and  therefore  prolongs  and  in- 
the  drain  of  the  precious  metals  for  exportation,  which 
tding  feature  of  this  stage  in  the  progress  of  a  com- 
1  crisis :  the  continuance  of  which  drain  at  lastendan- 
the  power  of  the  banks  to  fulfil  their  engagement  of 
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[laying  tlieir  iiotos  on  donmnd,  tliey  are  compelled  to  contract 
their  tTodit  mure  suddenly  and  severely  than  would  have 
been  iiewesisary  if  tli^y  liail  been  prevented  from  propping  up 
ajieculation  by  increased  advunees,  after  tlie  time  when  tie 
reeoil  had  hcciune  inevitable, 

§  ".  To  prevent  this  retardation  of  the  recoil,  and  ulli- 
niato  a^ravation  of  its  severity,  is  the  object  of  the  echeme 
for  regulating  the  currency,  of  whicli  Lord  Overstone,  Mr. 
Normau  aud  Colonel  Torrcns,  were  the  liret  promulgators, 
and  which  has,  in  a  slightly  nioditied  form,  been  enacted  into 
law.* 

According  to  the  scheme  m  its  original  purity,  the  issueof 
promissory  notes  for  circulation  was  to  be  conSued  to  one 
body.  In  the  form  adopted  by  Parliament,  all  existiiig 
issuers  were  i>ennittcil  to  retain  this  privilege,  but  none  were 
to  be  therunfter  admitted  to  it,  even  in  the  place  uf  those  who 
might  di^'mitinnc  their  issues  :  and,  for  all  except  the  Bank 
of  iLUghinil,  a  maximum  of  issues  was  prescribed,  on  a  sede 

*  1  lliiiik  uiysi'ir  jiL^lilivi]  iu  olUriuitig  llint  tbe  miligatum  of  conimcrcU]  it- 
vulaions  ia  llic  real,  stirl  iinly  st'riiius,  iiurpoae  of  Uie  Att  of  1814,  I  un  qnSe 
awun:  thai  its  sU(i])nrti.'ni  insist  (i'K|H'cla11y  since  1847}  On  its  Buprenic  efficu;  i> 
"roniiitainiiiBllie  coiin-rtil'ility  iif  tin;  lUnk  note."  But  I  mugi  be  enciuedte 
nut  iiuiirliiri<;  any  wriuiia  iuiiioiliuit'u  to  lliis  utie  muong  its  allcguJ  niFrita.  Tbe 
uiitivcrlilillily  ul'  lliL'  UuJik  iiule  naa  luniuluineil,  mid  would  hitTe  continued  Ub4 
[nuiiiiuiiii'il,  Bt  wlinti'vur  I'lkKt,  uiidur  the  old  KVAtctii.  As  was  well  sild  bj  Lonl 
Uvi'ifliiiii'  in  liif<  Eviili'iiif,  Ilie  Dniik  can  alimyii,  hy  a  siiilli^ieiilly  violent  KtiW 
nn  ri'i-ilil,  Huvv  ilAi'ir  nl  tin-  (>n|<l>iim-  of  the  mcrcBntiJc  public.  That  the  Act  of 
1844  Tniliallli's  till-  violi^ec  uf  tlinl  [iroces*,  is  «  milfieiont  cUim  to  prefer  in  iB 
tiuliulf.  l)e»di'S,  ir  ive  i^ujipiisi.'  !!iieii  a  degi-ee  uf  misnianagemeiit  on  tbc  put  of 
ibc  Dunk,  ns,  iri'ru  it  not  foi'  the  Ael,  icoulil  eudtuigcc  tbe  cootiniuuioe  of  oofr 
vertilrilily,  tin-  samt  (or  a  k'ssj  Henrw  of  misrannuKement,  prafiiaed  under  ilic 
Act,  wutlid  sulBce  to  proilui'o  a  tiilspclMion  of  piymcnta  hy  the  Banking  Dcput- 
menl;  an  event  whitb  tlie  conipulsiirv  H'|Hiiii(iiin  iif  the  two  depart ment*  brinp 
muidi  neitrvi*  to  pui^ibiliiy  tlian  it  was  bvfni-e,  imd  uliicb,  iiivnlving  as  it  mHiM 
llw  proUilile  iJti)[i]Kii!e  iif  eri^y  iirimtc  buikuig  ustaliibhment  in  L.oadoB.  (id 
jU'l'liap*  uImo  tin'  nori-liaynn'nt  uf  llie  diviileuils  in  the  national  creditor.  wooM 
In-  H  far  weniop  initnediali^  elliiniily  Ihnn  a  brief  interruption  of  tbc  conwrtihllitj 
of  tbi-  niiti< :  insonmi'li  thai.  I><  ennlilc  llic  Bank   to  reanmc  payment  of  ill  it- 

uolo.'i,  if  suwpriifioii  cif  till'  ,Vi'i  111'  ts]4  piuved  imiaBioi 
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IntentioDally  low.  To  the  Bank  of  England  no  maximum 
was  fixed  for  the  aggregate  amount  of  its  notes,  but  only  for 
the  portion  issued  on  securities,  or  in  other  words,  on  loan, 
riiese  were  never  to  exceed  a  certain  limit,  fixed  in  the  first 
instance  at  fourteen  millions.*  All  issues  beyond  that 
Eunount  must  be  in  exchange  for  bullion;  of  which  the 
Bank  is  bound  to  purchase,  at  a  trifle  below  the  mint  valu- 
ation, any  quantity  which  is  offered  to  it,  giving  its  notes 
in  exchange.  In  regard,  therefore,  to  any  issues  of  notes 
beyond  the  limit  of  fourteen  millions,  the  Bank  is  purely 
passive,  having  no  function  but  the  compulsory  one  of 
[jiving  its  notes  for  gold  at  SI.  17*.  9rf.,  and  gold  for  its  notes 
at  3/.  17^<.  lO^d.j  whenever  and  by  whomsoever  it  is  called 
upon  to  do  so. 

The  object  for  which  this  mechanism  is  intended  is,  that 
the  bimk  note  currencv  mav  vary  in  its  amount  at  the  exact 
times,  and  in  the  exact  degree,  in  whicli  a  purely  metallic 
currency  would  vary.  And  the  i)recious  metals  being  the 
commodity  that  has  hitherto  approached  nearest  to  that 
invariability  in  all  the  circumstances  influencing  value,  which 
Bts  a  commodity  for  being  adopted  as  a  medium  of  exchange, 
t  seems  to  be  thought  that  the  excellence  of  the  Act  of  1844 
iS  fully  made  out,  if  under  its  operation  the  issues  conform  in 
ill  their  variations  of  quantity,  and  therefore,  as  is  inferred,  of 
raloe,  to  the  variations  whicli  would  take  place  in  a  currency 
irholly  metallic. 

Now,  all  reasonable  opponents  of  the  Act,  in  common 
rith  its  8upix)rters,  acknowledge  as  an  essential  requisite  of 
tny  Bubetitute  for  the  precious  metals,  that  it  should  conform 
fzactly  in  its  permanent  value  to  a  metallic  standard.  And 
hey  say,  that  so  long  as  it  is  convertible  into  specie  on  de- 


*  A  eonditional  increase  of  this  maximum  \a  permitted,  i)tit  only  when  hy 
magement  with  any  country  hank  the  issues  of  that  l>iink  are  <lii>continue(l, 
ad  Bank  of  Engiand  notes  suh9titute<l ;  an<l  even  then  the  increase  is  limited  to 
vo4hirds  of  Che  amount  of  the  country  notes  to  be  tliereity  supersedtKl.  Under 
Uf  prorlaioo  the  unount  of  notes  wiiieh  the  Rank  of  England  is  now  at  liberty 
9  iMie  agaioft  fecariUes,  is  rather  under  fourteen  and  a  half  millions. 
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niaiid,  it  does  aiid  must  so  confortii.  But  when  the  viloe 
of  II  metallic  or  of  any  otlier  currtmcj  is  sjioken  of,  there 
are  two  jioints  to  be  considered;  the  permanent  or  average 
value,  and  llie  fluctuations.  It  is  to  the  ].>ermanent  value 
of  a  metallic  currency,  that  the  value  of  a  paper  currency 
ought  to  conform.  But  there  is  noubviouB  reason  why  it 
should  be  required  to  conform  to  the  Huctuations  too.  The 
only  objeet  of  its  conforming  at  all,  is  titeadine^  of  value; 
ami  with  respect  to  fluctuations  the  sole  thing  desirable  ia 
tliat  they  should  be  the  smallest  possible.  Now  the  flucta- 
ations  in  the  value  of  the  currency  arc  determined,  not  by  ite 
quantity,  whether  it  consists  of  gold  or  of  paper,  but  by  the 
cxpansiiins  and  contractions  of  credit.  To  discover,  there- 
fori!,  what  currency  will  conform  the  most  nearly  to  the 
piiitnart-iit  value  of  the  precious  metals,  we  must  find  under 
what  currency  tlie  variations  in  credit  are  least  frequent 
and  least  extreme.  Is'uw,  whether  this  object  ia  best  at 
tained  by  a  metallic  currency  (and  therefore  by  a  paper 
currency  exju.'tiy  ronfuruiing  in  quantity  to  it)  is  precisely 
the  question  to  be  decided.  If  it  should  prove  that  a  paper 
currency  whieh  follows  ail  the  llnctuations  in  quantity  of  ■ 
metallic,  leads  to  more  violent  revulsions  of  credit  than  one 
which  is  not  held  to  this  rigid  confoniiity,  it  will  follow  thit 
the  i'uri'CTicy  which  agrees  nmst  exactly  in  quantity  with* 
me'allii'  currency  is  not  that  which  adheres  closest  to  ite 
vuluif ;  that  is  ti>  say,  its  permanent  value,  with  which  alone 
agn-.'.ncnt  irtdcsii-ahlc. 

Wlielhcr  this  is  itially  the  case  or  not  we  will  now  inquire. 
And  first,  let  us  consider  whether  the  Act  ellects  the  practical 
oliject  chiefly  relied  on  in  its  defeuec  by  the  more  sober  of 
its  advocates,  that  of  arresting  6]ieeu!ative  extensions  of  credit 
at  an  earlierperiod,  with  a  less  drain  of  gold,  and  consequently 
by  a  milder  and  more  gradual  process.  I  think  it  must  be 
admitted  that  to  a  certain  degree  it  is  sucoeseful  in  tbia 

I  ani  aware  iif  what  may  be  uryed,  and  reasonably  urged, 
in  opposition  to  this  opinion.     It  may  be  said,  that  when  the 
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time  arrives  at  which  the  banks  are  pre8i>ed  for  increased 
advances  to  enable  speculators  to  fulfil  their  engagements,  a 
limitation  of  the  issue  of  notes  will  not  prevent  the  bunks,  if 
otherwise  willing,  from  making  these  advances ;  that  they 
have  etill  their  deposits  as  a  source  from  which  loans  may  be 
made  beyond  the  point  which  is  consistent  with  prudence  as 
bankers ;  and  that  even  if  they  refuj^ed  to  do  so,  the  only 
effect  would  be,  that  the  deposits  themselves  would  be  drawn 
out  to  supply  the  wants  of  the  depositors ;  which  would  be 
just  as  much  an  addition  to  the  bank  notes  and  coin  in  the 
hands  of  the  public,  as  if  the  notes  them»elves  were  increased. 
Tliis  is  true,  and  is  a  su£Scient  answer  to  those  who  think 
that  the  advances  of  bunks  to  pro])  up  failing  speculations 
are  objectionable  chiefly  as  an  increase  of  the  currency.  But 
the  mode  in  which  they  are  really  objectionable,  is  as  an  ex- 
tension of  credit.  If,  instead  of  lending  their  notes,  the  banks 
allow  the  demand  of  their  customers  for  dis[)osal)le  cai>ital 
to  acton  the  deposits,  there  is  the  same  increase  of  currency, 
(for  a  short  time  at  least,)  but  there  is  not  an  increase  of 
loans.  Tlie  rate  of  interest,  therefore,  is  not  prevented  from 
rising  at  the  first  moment  when  the  difticultios  consequent 
on  excess  of  speculation  begin  to  be  felt.  On  the  contrary, 
the  necessity  which  the  banks  feel  of  diminishing  their  ad- 
vances to  maintain  their  solvencv,  when  thev  find  their  de- 
posits  flowing  out,  and  cannot  supjily  the  vacant  place  by 
their  own  notes,  accelerates  the  rise  of  the  rate  of  interest. 
Speculative  holders  arc  therefore  obliged  to  submit  earlier 
to  that  loss  by  resale,  which  could  not  have  been  jirevented 
from  coming  on  them  at  last :  the  recoil  of  prici^  an<l  col- 
lapse of  general  credit  take  place  sooner. 

To  appreciate  the  eff\»ct  which  this  acceleration  of  the 
crisis  has  in  mitigating  its  intensity,  let  us  advert  more 
particularly  to  the  nature  and  effects  of  that  lending  feature 
in  the  period  just  pn»ceding  the  collapse,  the  drain  of  gold. 
A  rise  of  prices  produced  by  a  s[)eculative  extension  of 
credit,  even  when  hank  n(»tes  have  not  been  the  instniment, 
not  the  less  effectual  (if  it  lasts  long  enough)  in  turning 
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the  exchanges ;  and  when  the  exchanges  have  turned  from 
this  cauae,  they  fan  only  be  turned  back,  and  t  le  drain  of 
gold  stopped,  either  by  a  tall  of  prices  or  by  a  rise  of  the 
rate  of  interest.  A  fall  of  pric-es  will  stop  it  by  removing 
tlie  eaiise  whiL-h  produced  it,  and  by  rendering  goods  a 
more  advantageuns  remittance  than  gold,  even  for  payiug 
debts  already  tine.  A  rise  of  the  rate  of  interest,  and  eoii- 
eequent  fall  of  the  prices  of  securities,  will  aecompliflh  the 
purpose  still  more  raphily,  by  inducing  foreigners,  instesd 
of  taking  away  the  gold  which  la  due  to  them,  to  leave  it 
for  investment  within  the  country,  and  oven  send  gold  into 
the  country  to  take  advantage  of  the  increased  rate  of  in- 
terest. 01'  this  hipt  mode  of  stopping  a  drain  of  gold,  tlie 
year  1847  afforded  t-ignal  examples.  Bnt  until  one  of  these 
two  things  takes  place — until  either  prices  fall,  or  the  rate 
of  interest  rises — nothing  can  jiossibly  arrest,  or  even  mod- 
erate, the  efflux  of  gold.  Now,  neither  will  priees  fall  nor 
intei^est  rise,  so  long  as  the  unduly  expanded  credit  is 
upheld  by  the  continued  advances  of  bankers.  It  is  well 
known  that  when  a  drain  of  gold  has  set  in,  even  if  bank 
notes  have  not  increased  in  quantity,  it  is  upon  them  that 
the  contraction  first  falls,  the  gold  wanted  for  exportation 
being  always  obtained  from  the  Bank  of  England  in  ex- 
change for  its  notes.  But  under  the  system  wliich  preceded 
1844-,  the  Bank  of  England,  being  subjected,  in  commoa 
with  other  banks,  to  the  importunities  for  fresh  advances 
which  art;  eharai'teristie  of  such  a  time,  could,  and  often 
did,  immediately  iv-issue  the  mitea  which  had  been  retomed 
to  it  in  exchange  for  bullion.  It  is  a  great  error,  certainly. 
to  suppose  that  the  niisi-liief  of  this  re-issne  chiefly  consisted 
in  preventing  a  i'otitraction  of  the  currency.  It  was,  how- 
ever, qnite  as  miscliiovoiis  as  it  has  ever  been  supposed  t« 
be.  As  long  as  it  lasted,  the  etHn.^  of  gold  could  not  cease, 
since  neither  would  prices  fall  nor  interest  i-ise  while  these 
advances  coiitiiiucd.  Pi'iees  having  risen  without  any  in- 
crease of  bank  notes,  coidd  well  have  fallen  without  a  dimi- 
nution of  thcni ;    hnt  having  risen   in  consequence  of  an 
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extension  of  credit,  they  could  not  fall  without  a  contraction 
of  it.  As  long,  theri'fore,  as  the  Bank  of  p]ngland  and 
the  other  banks  persevered  in  this  course,  so  long  gold  con- 
tinued to  flow  out,  until  so  little  was  left  that  the  Bank  of 
England,  being  in  danger  of  suspension  of  payments,  was 
compelled  at  last  to  contract  its  discounts  so  greatly  and 
suddenly  as  to  produce  a  much  more  extreme  variation  in 
the  rate  of  interest,  inflict  much  greater  loss  and  distress 
on  individuals,  and  destroy  a  much  greater  amount  of  the 
ordinary  credit  of  the  country,  than  any  real  necessity  re- 
quired. 

I  acknowledge,  (and  the  experience  of  1847  has  proved 
to  those  who  overlooked  it  before,)  that  the  mischief  now 
described,  may  be  wrought,  and  in  large  measure,  by  the 
Bank  of  England,  through  its  de])0&its  alone.  It  may  con- 
tinue or  even  increase  its  discounts  and  advances,  when  it 
ought  to  contract  them  ;  with  the  ultimate  effect  of  making 
the  contraction  much  more  severe  and  sudden  than  neces- 
sary. I  cannot  but  think,  however,  that  banks  which  com- 
mit this  error  with  their  deposits,  would  commit  it  still  more 
if  they  were  at  liberty  to  make  increased  loans  with  their 
isBoes  as  well  as  their  deposits.  I  am  compel  IchI  to  think 
that  the  being  restricted  from  increasing  their  issues,  is  a 
real  impediment  to  their  making  those  advances  which 
arrest  the  tide  at  its  turn,  and  make  it  rush  like  a  torrent 
afterwards.  If  the  restrictions  of  the  Act  of  1844  were  no 
obstacle  to  the  advances  of  banks  in  the  interval  preceding 
the  crisis,  why  were  they  found  an  insuperable  ol)st?icle 
during  the  crisis?  an  obstacle  which  nothing  less  wouM 
overcome  than  a  suspension  of  the  law,  through  the  assunij)- 
tion  by  Government  of  a  temporary  dictatorship  J  Evi- 
dently they  are  an  obstacle  ;  *  and  when  the  Act  is  blamed 


It  would  not  be  to  the  pur]>os<*  to  say,  hy  way  of  objection,  that  the  oh- 
may  be  eraded  by  panting  the  incn>a.s(Ml  a<lvaiut*  in  hook  citMiitH,  to  be 
■gainit  by  cheques,  without  the  aid  of  bank  notos.    Thi^  is  indeed  poiwi- 
bk;  M  Mr.  Fnllarton  baa  remarked,  and  as  I  have  myself  said  in  a  former  chap- 
But  thb  iubetitute  for  bauk-notc  currency  has  never  yet  l)een  organized ; 
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for  interposing  obstacles  at  a  tinie  wlien  not  obstaclee  but 
facilities  are  needed,  it  must  in  justiec  receive  credit  foi 
interposing  tliem  wIk-ii  they  are  an  acknowledged  benefit 
In  this  jmrticiilnr,  tlieri'fore,  I  tliink  it  cannot  Le  denied, 
that  the  new  systein  is  a  i-eal  iiiijirovement  upon  the  old. 

I  4-.  But  t.limii;h  I  am  conipdk'd  to  differ  thus  far  from 
the  opinion  of  Jlr.  Toukc  and  of  Mr.  Fnllarton,  I  concur 
with  tbem  in  thinking  that  these  advantages,  whatever 
value  may  be  put  on  them,  are  purcbased  by  still  greater 
disadvaiitnges. 

In  the  fii'Kt  place,  a  large  extension  of  credit  by  bankere, 
though  most  hnrtful  when,  credit  being  already  in  an  in- 
flateil  state,  it  can  only  sei've  to  retard  and  aggravate  the 
collapse,  is  most  sahitary  when  the  collapse  has  come,  and 
when  credit  instead  of  being  in  excess  ie  in  distressing  de- 
ficiency, and  increased  aflvances  by  bankers,  instead  of 
being  an  addition  to  tbc  ordinary  amonnt  of  Heating  credit, 
serve  to  I'cplace  a  mass  of  titlier  credit  which  lias  been  sud- 
denly destroj-cd.  Antecedently  to  1S44.  if  the  Bank  of 
England  occasionally  aggravnteil  tlie  severity  of  a  com- 
mercial revulsion  by  rendering  the  collapse  of  credit  more 
tardy  and  thence  more  violent  than  necessary,  it  in  return 
rendered  invalnable  services  dnring  the  revulsion  itself,  hj 
coming  forward  with  advances  to  support  solvent  firms,  at 
a  time  when  idl  otlier  pajier  and  almost  all  mercantile  credit 
had  liccome  cumpanitivcly  vahii'less.  This  service  was 
eiiiiiienlly  coi!K]iicnons  in  the  crisis  of  1825-6,  the  severest 
jirobably  ever  experienced  ;  during  which  the  Bank  in- 
creased what  is  called  its  cirenlation  hy  many  millions,  In 
advances  to  those  mercantile  firniK  of  wliose  ultimate  sol- 
vency  it    felt  no  doubt ;    advances  wliicb  if  it   had   beai 

mirl  (he  tiiv*  liaviii}-  uli'Dil^T  iiiunilvKied  fu  irilcnlioii  Ihat.  in  the  eaea  fuppiwrd. in- 
(-n'BSfil  orcilits  iJioulil  nut  lie  j.-ranlfxi,  it  is  n  jimlilem  wlielher  llie  IbwvouIJ  not 
rfiwli  wlinl  niiEht  be  irgnnli-il  n»  nn  t'viHlnn  of  its  i>ri)hiliitionB,  or  whethfir  iefrv 
(■nw  to  llir  liiw  woiilti  nnr  nrotia™  (iis  l(  linn  liitherto  lione)  on  Ihi'  pirt  of  hwili- 
ing  GHUblishmcnU,  courormU;  to  lis  spirit  uiit  purpose,  u  well  u  to  iu  mot 
letter. 
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liged  to  withhold,  the  severity  of  the  crisis  would  have 
en  Btill  greater  than  it  was.  If  the  Bank,  it  is  justly 
narked  by  Mr.  Fullarton,*  complies  with  such  applica- 
•ns,  "  it  must  comply  with  them  by  an  issue  of  notes,  for 
te8  constitute  the  only  instrumentality  through  which  the 
mk  is  in  the  practice  of  lending  its  credit.  But  those 
tes  are  not  intended  to  circulate,  nor  do  they  circulate. 
lere  is  no  more  demand  for  circulation  than  there  was 
fore.  On  the  contrary,  the  rapid  decline  of  prices  which 
B  case  in  supposition  presumes,  would  necessarily  con- 
ict  the  demand  for  circulation.     The  notes  would  either 

returned  to  the  Bank  of  England,  as  fast  as  they  were 
ued,  in  the  shape  of  deposits,  or  would  be  locked  up  in 
e  drawers  of  the  private  London  bankers,  or  distributed 

them  to  their  correspondents  in  the  country,  or  inter- 
pted  by  other  capitalists,  who,  during  the  fervour  of  the 
evious  excitement,  had  contracted  liabilities  which  they 
ght  be  imperfectly  prepared  on  the  sudden  to  encounter. 

such  emergencies,  every  man  connected  with  business, 
lO  has  been  trading  on  other  means  than  his  own,  is 
iced  on  the  defensive,  and  his  whole  object  is  to  make 
nself  as  strong  as  possible,  an  object  which  cannot  be 
)re  effectually  answered  than  by  keeping  by  him  as  large 
reserve  as  possible  in  paper  which  the  law  has  made  a 
^  tender.  The  notes  themselves  never  find  their  way 
»  the  produce  market ;  and  if  they  at  all  contribute  to 
:ard  "  (or,  as  I  should  rather  say,  to  moderate)  "  the  fall 

prices,  it  is  not  by  promoting  in  the  slightest  degree  the 
ective  demand  for  commodities,  not  bv  enablintr  con- 
mers  to  buy  more  largely  for  consumption,  and  no  giving 
isknesB  to  commerce,  but  by  a  process  i)recif?ely  the  re- 
ree,  by  enabling  the  holders  of  commodities  to  hold  on, 

obstructing  trafiic  and  repressing  consumption." 

The  opportune  relief  thus  afforded  to  credit,  during  the 
ceSBiye  contraction  which  succeeds  to  an  undue  ex])an* 
n,  is  consistent  with  the  principle  of  the  new  system ; 

•  P.  1U6. 
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for  ail  extraordiniiry  contraction  of  credit,  and  fall  of 
prices,  inevitably  draw  gold  into  the  country,  and  tlie  prin^ 
ciple  of  tlie  system  is  tliat  the  bunk-notii  currency  shall  be 
permitted,  and  even  eompeUed,  to  enlarge  iteelf,  in  all 
oases  in  wliieh  a  metallic  eunency  would  do  the  e 
But,  what  the  principle  of  the  law  would  eiiooiiragf,  its 
provisions  in  this  instance  preclude,  by  not  suffering  the 
increased  issues  to  take  place  unlil  the  gold  has  actually 
arrivetl ;  whicli  is  ucver  until  the  worst  part  of  the  criBiais 
past,  and  ahiiost  all  the  losses  and  tiiilures  attendant  on  it 
are  eonsninmated.  The  luacUiiiery  of  the  system  withholds, 
until  for  inanv  purposes  it  conies  too  late,  the  very  medi- 
cine which  the  theory  of  the  system  prescribes  aa  the  appro- 
]»riate  remedy.* 

This  function  of  hanks  in  tilling  up  the  gap  made  in 
mercantile  credit  by  the  coiisequeiices  of  undue  speculation 
and  its  revulsion,  is  so  entirely  indispensable,  that  if  the 
Act  of  1814  cimtiimes  unrepealed,  there  can  be  no  dilficiilty 
in  foreseeing  that  its  provisions  must  be  suspended,  Jia  thev 
were  in  1S47,  in  every  period  of  great  commercial  difficulty, 
as  soon  as  the  crisis  hns  really  and  completely  set  in.+ 
"Were  this  all,  there  would  be  no  absolute  inconsistency  in 
maintaining  the  restriction  as  a  means  of  preventing  a 
crisiB,  and  rcla.\ing  it  for  the  purpose  of  relieving  one.  But 
thorc  in  auolliur  objci-tion,  of  a  still  more  radical  and  com- 
pii.-hi'ti-in'  i-liixmctiT,  to  llie  new  system. 

I'rnlr— iiiiT,  in  thi'ory,  to  require  thai  a  paper  currency 
^lliltl  vary  in   its  lunouiit  in   esiict  conformity  to  the  vans- 

"  Trur,  llic  H^itik  is  not  pni'luiloil  fnim  mnking  incrcaiteil  ■^vbdcm  fram  Hi 
deposits,  wliicli  nil-  llki'ly  V>  In-  lit  urmsiially  Ini'RC  sinount,  sinoc,  M  Ihrae  pni- 
ik|4,  I'vi-n  ..I..-  i' .,'..  -  1,i-  uii.iii'v  ill  ili'fHMit  in  order  tu  liave  it  williin  call.  Bni, 
[hat  ill-  ilii.ii-  fiil!\i-ioiU,  WBS  coutluwvely  proved  in   1S<", 

wlii-ii  ill'   U  .  .  I  I    ilii   MTV  iitmiM  lliu  means  of  relieving;  romcrcm 

wliii'li  11-  <!.  I" -:T-  .r|..i  <i<  .1.  '^  iiliniil  iillaving  Ihr  imnic,  whicb  however  ceurd  ii 
viiCL'  wlu'ii  ihi.-  lii.vi'i'iiiiii'iii  ilri'iilcil  cin  diie<]u?ii<lin)r  tlic  Act. 

+  Tlti*  lirwlit'tiim  wis  vi-riHi'il  on  llie  very  ncil  oii'iirrenec  of  a  commefciJ 
erilis,  in  l»bl ;  wbcn  liovvriiuii'iit  «i-rL>  i^uin  iinilcr  the  nvcMgitj  ot  aaspeoijiag, 
on  ibcir  oin  respooaibilil.v,  tlie  provisiuria  of  liio  Act. 


i  dure    jj  it  provides,  in  fact,  that  in 

every  case  of  an  cDiux  of  gold,  a  correspoudiiig  diiuiimtioii 
shall  take  place  in  the  quantity  of  bank  notes ;  in  other 
words,  tiiat  every  exportation  of  the  precious  metals  shall 
be  virtually  drawn  from  the  circulation  ;  it  being  assumed 
that  this  would  be  the  case  if  the  curi-ency  were  wholly 
metallic.  This  theory,  and  these  practical  arrangements, 
are  adapted  to  the  case  in  which  the  drain  of  gold  originates 
iu  a  rise  of  prices  produced  by  an  undue  expansion  of  cur- 
rency or  credit ;  but  they  are  adapted  to  no  case  beside. 

When  the  efflux  of  gold  is  the  hist  stage  of  a  series  of 
effects  arising  from  an  increase  of  the  currency,  or  from  an 
expansion  of  credit  tantamount  in  its  etfect  on  prices  to  an 
increase  of  currency,  it  is  in  that  case  a  fair  assumption  that 
in  a  purely  metallic  system  the  gold  exported  would  be 
drawn  from  the  currency  itself;  because  such  a  drain,  being 
in  its  nature  unlimited,  will  necessarily  continue  as  long  as 
cuiTcncy  and  credit  are  undiminished.  But  an  exportation 
of  the  precious  metals  often  arises  from  no  causes  affecting 
cnrrency  or  credit,  but  simply  from  an  unusual  extension 
of  foreign  payments,  arising  either  from  the  state  of  the 
markets  for  commodities,  or  from  some  circumstance  not 
commercial.  In  this  class  of  causes,  four,  of  ]>owcrful  oper- 
ation, are  inelndcHl,  of  each  of  which  the  last  fifty  years  of 
English  history  afford  repeated  instaiK'cs.  The  iii'st  is  that 
of  an  extraordinary  foreign  expenditure  by  government, 
either  political  or  military  ;  as  in  the  revolutionary  war, 
and,  as  long  as  it  lasted,  during  the  late  war  with  Russia. 
Tlie  second  is  the  case  of  a  large  exportation  of  capital  for 
foreign  investment ;  such  as  the  loans  and  minint^  opera- 
tions which  partly  contributed  to  the  cri>is  of  l>^•25,  and  the 
Auieriean  speculations  which  were  the  principal  cause  of 
the  crisis  of  1839.  The  thinl  is  a  failure  of  crops  in  the 
eonntrics  which  supply  the  raw  material  of  iiniH>rtant  nnm- 
nfacturcs;  such  as  the  cotton  failure  in  America,  which 
compelled  England,  in  1S47,  to  incur  unusual  liabilities  for 
the  purchase  of  that  commo<lity  at  an  advanced  price.    The 
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i'uuitli  U  a  bail  liai-vest,  and  a  gi-eat  consequent  importation 
uf  food  ;  of  wliich  tlie  years  1846  and  1847  present  an  ei- 
ainplu  sui-passing  all  uittuceiJent  c-xpericiiee. 

In  uonc  of  thtae  cases,  if  the  currency  were  metallic, 
would  the  gold  or  silver  exported  for  the  purposee  in  ques- 
tion be  necessarily,  or  even  probsibly,  drawn  wholly  from 
the  circulation.  It  wonld  be  drawn  from  the  hoards,  wliiib 
unduT  a  metallic  cunvncy  always  exist  to  a  very  lajge 
anioimt ;  in  uncivilized  countriea,  in  the  bands  of  all  who 
can  uH'urii  it ;  in  civilized  (.OQiitries  chiefly  in  the  form  of 
bankers'  reserves.  Mr.  Tooke,  in  his  "  Inquiry  into  the 
Ciin-eiiey  Principle,"  bears  tc^tiuiony  to  tbis  fact ;  but  it  ie 
to  Mr.  Fulliirton  that  the  jmblic  are  indebted  for  the  clearest 
and  most  satisfactory  elucidation  of  it.  As  I  nm  not  aware 
that  this  part  of  the  theoi'y  uf  currency  1ms  been  set  forth 
by  any  other  writer  willi  iinylhing  like  tlic  same  degree  of 
completeness,  I  shall  quote  ooniewhat  largely  from  this  able 
production. 

"  Js'u  i)ersf>n  who  has  ever  resided  in  an  Asiatic  country, 
where  hoai-diiig  is  carried  on  to  a  far  larger  extent  in  pro- 
portion to  tlie  existing  stuck  of  wealth,  and  where  the  prac- 
tice has  become  much  more  deeply  engrafted  in  tbc  habits 
of  the  peo|ile,  by  traditionary  apprehensions  of  insecurity 
and  the  liilliciilty  of  finding  safe  and  remunerative  invest- 
mciitrt,  tli:ni  iii  any  European  community — no  person  who 
has  had  pertioinil  ex]»ei'ience  of  this  state  of  society,  caii  be  at 
a  loss  to  recollect  innumerable  instances  of  large  metallic 
treasures  e.vtractcd  in  tinn-s  of  pecnjiinry  difficulty  from  the 
coffers  of  iiidividnalw  by  the  ti'iujitatiun  of  a  high  rate  of 
interest,  and  bruugbt  in  ;iid  of  the  public  neceseities,  nor, 
on  the  other  hand,  of  the  facilities  with  which  those  treas- 
ures have  been  absorbed  again,  when  the  intlncements  whieli 
had  drawn  thcni  into  light  were  no  longer  in  operation.  111 
oiniitrics  more  advanced  in  civilization  and  wealth  than  the 
Atiatic  prineijmlities,  and  where  no  man  is  in  fear  of  at- 
tracting the  cu|iidity  of  pnwer  by  an  external  display  of 
richer,  but  when-  the  iuli'rchanm:  of  commodities  is   still 
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almost  luiiveivttlly  conducted  through  the  medium  of  a 
metallic  circulation,  as  is  the  case  with  most  of  the  com- 
mereial  countries  on  tlie  Contuient  of  Europe,  tlie  motives 
fjr  amassing  the  precious  metals  may  be  less  powerful  than 
in  the  majority  of  Asiatic  principalities  ;  but  the  ability  to 
accumulate  being  more  widely  extended,  the  absolute  quan- 
tity amassed  will  l>e  found  probably  to  bear  a  considerably 
larger  proj>ortion  to  the  population.*  In  those  states  which 
lie  exposed  to  hostile  invasion,  or  whose  social  condition  is 
unsettled  and  menacing,  the  motive  indeed  must  still  be 
very  strong ;  and  in  a  nation  carrying  on  an  extensive  com- 
merce, both  foreign  and  internal,  without  any  considerable 
aid  from  any  of  the  baidung  substitutes  for  money,  the  re- 
serves of  gold  and  silver  indispensably  required  to  secure 
the  regularity  of  payments,  must  of  themselves  engross  a 
share  of  the  circulating  coin  which  it  would  not  be  easy  to 
estimate. 

''  In  this  country,  where  the  banking  system  has  been 
carried  to  an  extent  and  perfection  unknown  in  any 
other  part  of  Europe,  and  may  be  said  to  have  entirely 
superseded  the  use  of  coin,  excei)t  for  retail  dealings  and 
the  purposes  of  foreign  commerce,  the  incentives  to  i)iivate 
koanJing  exist  no  longer,  and  the  hoanls  have  all  been 
transferred  to  the  banks,  or  rather,  I  should  say,  to  the 
Bank  of  England.  But  in  Francre,  where  the  bank-note 
circulation  is  still  comparatively  limited,  the  quantity  of 
gold  and  silver  coin  in  existence  I  find  now  currently  esti- 
mated, on  what  are  described  as  the  latest  authorities,  at 
the  enormous  sum  of  I'JO  millions  sterling  ;  nor  is  tlic  e>ti- 
mate  at  all  at  variance  with  the  reasonable  ])rul)al>ilitics  of 
the  case.  Of  this  vast  treasure  there  is  everv  reason  to 
presume  that  a  very   large  i>roportion,  ])robably  by  much 

*  It  is  known,  from  utiqucstionulik*  facts,  that  tlii>  hoanlH  of  iiioiioy  at  all 
times  ezutiDg  in  the  liaiid^jt  of  tlie  Fn.>iu'h  pca.'s'iiitrv,  otti'ii  from  a  ifinotv  date, 
•urpftM  any  amount  wliich  couM  havo  iH'eii  iiiia^iniMl  {tussihlr;  and  even  in  m> 
poor  a  country  as  Ireland,  it  has  of  latv  Ix'tMi  aSiMTtainvd,  that  thi*  Hmall  famurrn 
aomecinies  posocas  boards  quite  disproportioiii'd  to  their  visible  mcauB  of  subsist- 
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the  greater  part,  is  absorbed  in  the  hoards.  If  you  present 
I'or  payment  a  bill  for  a  thousand  francs  to  a  French  banker, 
he  brings  you  tlic  silver  iu  a  sealed  bag  from  his  strong 
i-oDHi.  Aud  not  the  banker  only,  but  every  merchant  and 
trader,  atcorJing  to  his  means,  is  under  the  neeeBsity  of 
keeping  by  hiiu  a  stock  of  cash  sutKcient  not  only  for 
his  ordinary  disbursements,  but  to  meet  any  unexpected 
demands.  That  the  quantity  of  sjiecie  aecuaiulated  in 
these  ininimerable  depots,  not  in  Franco  only,  but  all  over 
the  Continent,  where  banking  institutions  are  still  either 
entirely  wanting  ur  very  imperteetly  organized,  is  not 
merely  immense  in  itself,  but  admits  uf  being  largely  drawn 
ujion,  and  transferred  even  in  vast  masses  from  one  country 
to  another,  with  vei-y  little,  if  any,  etiect  on  prices,  or  other 
material  derangements,  we  lm\-e  had  some  remarkable 
proofs :  "  among  otiiers,  "  the  signal  success  which  attended 
the  simultaneous  ellbrta  of  some  of  the  principal  Enropi'sn 
powers  (Russia,  Austria,  Prussia,  Sweden,  and  Denmark) 
to  rejilenish  their  treasuries,  and  to  replace  with  coin  ft 
considerable  pin'lion  of  the  dcpreelated  paper  which  tlie 
necessities  of  the  war  had  forced  upon  them,  and  this  aC 
the  very  time  when  the  available  stock  of  the  preciona 
metiils  o\er  the  world  had  been  reduced  by  the  eserlions 
of  England  to  recover  her  metallic  currency.  .  .  .  There 
can  be  no  doubt  that  these  ciimbined  operations  were  on  a 
scale  of  very  extraordinary  magnitude,  that  they  were  ac- 
coniplished  without  any  ecn^ible  injury  to  commerce  or 
public  prosperity,  or  any  othei-  effect  than  some  temporary 
derangement  of  tlie  exchanges,  and  llijit  the  private  hoards 
of  treasure  aceumulatcd  throughout  Europe  dm-ing  the  war 
must  have  been  the  principal  souree  from  which  all  this 
gold  iind  silver  was  collected.  And  no  person,  I  think,  cad 
fairly  ciintemiiliite  the  vast  Mijierflnx  of  nietaltic  wealth  thus 
jirovcd  to  be  at  all  times  in  cxi.stence,  and,  though  in  a 
dormant  and  inert  state,  always  ready  to  spring  into  activity 
un  the  tii'st  indication  of  a  snllicienlly  intenae  demand,  with- 
out feeling  themselves  compelled  to  admit  the  possibility 
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of  the  mines  being  even  shut  up  for  years  togetlier,  and  the 
production  of  the  metals  altogether  suspended,  while  there 
might  be  scarcely  a  perceptible  alteration  in  the  exchange- 
able value  of  the  metal."  * 

Applying  this  to  the  currency  doctrine  and  its  advocates, 
"  one  might  imagine,"  says  Mr.  Fullarton,  f  "  that  they 
supposed  the  gold  which  is  drained  off  for  exportation  from 
a  country  using  a  currency  exclusively  njctallic,  to  be  col- 
lected by  driblets  at  tlic  fairs  and  markets,  or  from  the  tills 
of  the  grocers  and  mercers.  They  never  even  allude  to  the 
existence  of  such  a  thing  as  a  great  hoard  of  the  metals, 
though  upon  tlie  action  of  the  hoards  depends  the  whole 
economy  of  international  payments  between  specie-circu- 
Uting  conmmnities,  while  any  operation  of  the  money  col- 
lected in  hoards  upon  prices  must,  even  according  to  the 
cnrrency  hy{K>thesis,  be  wholly  impossible.  We  know 
from  exi>erience  what  enormous  payments  in  gold  and 
silver  specie-circulating  countries  are  capable,  at  times,  of 
making,  without  the  least  disturbance  of  their  internal 
proAjwrity  ;  and  whence  is  it  supposed  that  these  })aynients 
come,  but  from  their  hoards  ?  Let  us  think  how  the  monev 
market  of  a  country  transacting  all  its  exchan^rcs  through 
the  medium  of  the  precious  metals  only,  would  be  likely  to 
be  affected  by  the  necessity  of  making  a  f«>reign  payment 
of  several  millions.  Of  course  the  necessity  could  only  be 
satistied  by  a  transmission  of  ca]>ital ;  and  would  not  the 
competition  for  the  possession  of  capital  for  transmission 
which  the  occasion  would  call  forth,  necessarily  raise  the 
market  rate  of  interest  ?  If  the  j)ayment  was  to  be  nuule 
by  the  government,  would  not  the  government,  in  all  prob- 
ability, have  to  open  a  new  loan  on  terms  more  than  usually 
favorable  to  tlie  lender?"  If  made  by  men'hants,  would 
it  not  be  drawn  either  from  the  deposits  in  banks,  or  from 
the  reserves  which  merchants  keep  by  them  in  default  of 


•  Fullarton  on  th«;  Rcgulaium  of  Currenciff,  pp.  71- 
t  Ibid.  pp.  18<J — i-L 
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Iiiuiks,  tir  wmiUl  it  not  oblige  llieni  to  olitain  the  necessary 
aitiuiint  uf  spL'L'ie  by  going  into  the  money  market  as  lK)^ 
rowdre  i  "  And  would  not  all  tliis  inevitably  act  npon  tlie 
hoards,  and  draw  forlli  intu  .iL-tivity  a  poi'tiuu  of  the  gold 
and  silver  wliioli  the  money-dealers  bad  been  accu ululating, 
ajid  some  of  them  with  the  express  view  of  watching  aaeb 
opportunities  for  turning  their  treiisiires to  advantage?  .  ,  . 
"  To  eoiiie  to  the  present  time  [184+],  the  balance  of 
pay  men  ts  with  nearly  all  Europe  has  Ibr  about  four  years 
past  been  in  favour  of  this  country,  and  guld  lias  been  pour- 
ing ill  till  the  iiiHux  amuunts  to  the  nnhear3-of  sum  of 
about  fourteen  millions  feterling.  Yet  in  all  this  time  hae 
any  one  heard  a  eornjilaint  of  any  aoriouB  suffering  inflicted 
uH  the  people  of  the  Continent  ?  Have  prices  there  been 
greatly  depressed  beyond  their  range  in  this  country) 
Have  wages  fallen,  or  Iiave  merchants  been  estensiveiy 
ruined  by  the  universal  depreciation  of  iheir  etoek  ?  ITiere 
has  occurred  nuthiugof  the  kind.  The  tenor  of  eoniniercial 
and  mojietaiy  allairs  has  been  everywhere  even  and  tran- 
quil ;  and  in  France  more  purlicularly,  an  improving  rev- 
enue and  extcniled  commerce  bear  testimony  to  tlie  con- 
tinued progress  of  internal  prnsperity.  It  may  be  doubted, 
ituieed,  if  this  great  efHux  of  gold  has  withdrawn  from  that 
portion  of  the  metallie  weahli  of  tho  nation  whicli  really 
cireulales,  a  single  napoleon.  And  it  hue  been  equally 
obvious,  from  ibe  luiclisturhed  state  of  credit,  that  not  only 
has  the  supply  of  epeeie  indit^pensable  fur  tlie  conduct  of 
business  in  the  i-clail  market  been  all  the  whilo  uninterrupt- 
ed, but  that  the  hoards  Inive  cuntinued  to  furnish  every 
facility  reijiii^ile  for  tlie  regularity  of  mercantile  payments. 
It  is  of  tlie  very  essence  of  tlie  metallic  system,  that  the 
hoards,  in  all  oum's  of  pnibable  occuiTence,  should  be  equal 
to  both  objects  ;  llial  they  should,  in  the  first  place,  supply 
the  biilliun  demanded  fur  exportalion,  and  in  the  next  plac^ 
should  keep  up  the  home  cii-ciilaliou  to  its  legitimate  oom- 
[ilement.  Kvery  man  trailing  under  that  fiystem,  who,  in 
the  course  of  his  business,  may  have  frequent  oecasiou  to 
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remit  Iai^  sums  in  specie  to  foreign  countries,  must  citlier 
keep  by  him  a  sufficient  treasure  of  his  own  or  must  have 
the  means  of  borrowing  enough  from  his  neighbours,  not 
only  to  make  up  when  wanted  the  amount  of  his  remit- 
tances, but  to  enable  him,  moreover,  to  carry  on  liis  ordi- 
nary transactions  at  home  without  interruption." 

In  a  coimtry  in  which  credit  is  carried  to  so  great  an 
extent  as  in  England,  one  great  reserve,  in  a  single  estab- 
Ii^hmont,  tlie  Bank  of  England,  supj)lie8  the  place,  as  far  as 
the  precious  metals  are  concerned,  of  the  multitudinous  re- 
serves of  other  countries.  The  theoretical  principle,  there* 
fore,  of  the  currency  doctrine  would  require,  that  all  those 
drains  of  the  metal,  which,  if  the  currency  were  purely 
metallic,  would  be  taken  from  the  hoards,  should  be  allowed 
to  operate  freely  upon  the  reserve  in  the  coffers  of  the  Bank 
of  England,  without  any  attempt  to  stop  it  either  by  a 
diminution  of  the  currency  or  by  a  contraction  of  credit. 
Nor  to  this  would  there  be  any  well-grounded  objection, 
unless  the  drain  were  so  great  as  to  threaten  the  exhaustion 
of  the  reserve,  and  a  consequent  stopj)age  of  payments  ;  a 
danger  against  whi(rh  it  is  possible  to  take  adequate  precau- 
tions, because  in  the  cases  which  wo  are  considering,  the 
drain  is  for  foreign  payments  of  definite  Jimnunf,  and  stops 
of  itself  as  soon  as  these  are  efftTted.     And  in  all  svstems  it 

t 

is  admitted  that  the  liabitual  reserve  of  the  Bank  should 
exceed  tlie  utmost  amount  to  whicli  experience  warrants 
tlie  belief  that  such  a  drain  may  extend ;  which  extreme 
limit  Mr.  Fullarttm  affirms  to  be  s(»ven  millions,  ])ut  Mr. 
Tooke  recommends  an  average  reserve  of  ten,  and  in  his 
laBt  publication,  of  twelve  millions. 

The  machinery,  however,  of  the  now  system  insists  uf>on 
bringing  about  by  force,  what  its  principle  not  only  <loc« 
not  require,  but  positively  condemns.  Every  drain  for  ex- 
portation, whatever  may  be  its  cause,  and  whether  under  a 
metallic  currency  it  would  affect  the  circulation  or  not,  is 
now  compulsorily  drawn  from  that  source  alone.  Tlie  bank 
note  circulation  must  be  diminished  by  an  amount  equal  to 
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tliat  of  the  metal  exported,  though  it  be  to  the  full  extent 
of  seven  or  twelve  iiiillioiis.  And  this,  be  it  remembered, 
when  there  has  been  no  speculative  rise  of  prices  which  it 
is  indispensable  to  correct,  no  nntieual  exteiitiiou  of  eredit 
requiring  contractiou ;  but  tlie  demand  for  gold  is  eolelr 
occasioned  by  foreign  payments  on  account  of  government, 
or  large  corn  iinjjortations  consequent  on  a  bad  harvest. 

I  grant  that  when  large  foreign  payments  reqnire  to  be 
made,  the  means  wliercwitli  to  make  them  must  in  general 
he  drawn  from  the  hmnable  capital  of  the  country;  tlie 
consequence  of  which  is  a  rise  of  the  rate  of  interest.  Id 
such  circumstances  some  pressure  on  the  money  market  is 
unavoidable :  but  that  pressure  is  much  increased  in  sever 
ity  by  the  opei^ation  of  the  Aet  of  1S4+.  The  ease  is  gener 
ally  stated  as  if  the  Act  only  operated  in  one  way,  namely, 
by  preventing  the  Bank,  when  it  has  parted  with  (say)  three 
millions  of  bullion  in  exchange  for  three  millions  of  its  notes, 
from  again  lending  those  notes,  in  discounts  or  other  ad- 
vanceif.  But  the  Act  really  does  mncli  more  than  this.  It 
is  well  known,  that  the  first  operation  of  a  drain  is  always 
OD  the  bankiTig  department.  The  bank  deposits  constitute 
the  bulk  of  the  unemployed  and  disposable  capital  of  the 
country  ;  and  capital  wanted  for  foreign  payments  is  almo6t 
always  oljtaiued  mainly  by  drawing  out  deposits.  Suppos- 
ing three  millions  to  be  the  amount  wanted,  three  milliom 
of  notes  are  drawn  from  the  banking  department  (either  di- 
rectly or  through  the  private  bunkers,  who  keep  the  bulk 
of  tbeir  reseiTcs  with  the  Bank  of  England),  and  the  three 
milli'ms  of  notes,  thus  obtained,  are  presented  at  the  Issue 
Department,  and  exfhiini;cd  against  gold  for  exportation. 

Thus  a  drain  upon  the  country  at  large  of  only  three  mil- 
lions, is  a  drain  upon  the  Bank  virtually  of  six  millions. 
Tlie  deposits  have  lost  three  millions,  and  the  reserve  of 
the  Issue  Department  has  lost  an  equal  amount.  As  tlie 
two  departments,  so  long  as  the  Act  remains  in  operation, 
cannot  even  in  the  utmost  extremity  help  one  another,  each 
must  take  its  separate  precautions  for  its  own  safety.   What- 
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ever  measures,  tlierefore,  on  the  part  of  the  Bank,  would 
have  been  required  under  the  old  system  by  a  drain  of  six 
millions,  are  now  rendered  necessary  by  a  drain  only  of 
three.  The  Issne  Department  protects  itself  in  the  manner 
prescribed  by  the  Act,  by  not  re-issuing  the  three  millions 
of  notes  which  have  been  returned  to  it.  But  the  Banking 
Department  must  take  measures  to  replenish  its  reserve, 
which  has  been  reduced  by  three  millions.  Its  liabilities 
having  also  decreased  three  millions,  by  the  loss  of  that 
amount  of  deposits,  the  reserve,  on  the  ordinary  banking 
principle  of  a  third  of  the  liabilities,  will  bear  a  reduction 
of  one  million.  But  the  other  two  millions  it  must  procure 
by  letting  that  aniount  of  advances  run  out,  and  refusing 
to  renew  them.  Kot  only  therefore  must  it  raise  its  rate 
of  interest,  but  it  must  etfect,  by  whatever  means,  a  dimi- 
nntion  of  two  millions  in  the  total  aniount  of  its  discounts, 
or  it  must  sell  securities  to  an  equal  amount.  This  violent 
action  on  the  money  market  for  the  purpose  of  replenishing 
the  Banking  reserve,  is  wholly  occasioned  by  the  Act  of 
1844.  If  the  restrictions  of  that  Act  did  not  exist,  the 
Bank,  instead  of  contracting  its  discounts,  would  simply 
transfer  two  millions,  either  in  gold  or  in  notes,  from  the 
Issne  to  the  Banking  Department ;  not  in  order  to  lend 
them  to  the  public,  but  to  secure  the  solvency  of  the  Banking 
Department  in  the  event  of  further  unox])ccted  demands  by 
the  depositors.  And  unless  the  drain  continued,  and  reached 
so  great  an  amount  as  to  scorn  likely  to  exceed  the  whole 
of  the  gold  in  the  reserves  of  both  departments,  the  Bank 
would  be  under  no  nect»ssity,  while  the  pressure  lasted,  of 
withholding  from  commerce  its  accustomo<l  amount  of  ac 
eommodation,  at  a  rate  of  interest  corri'sponding  to  the  in- 
nreased  demand.* 

•  This,  which  I  haro  called  *'  the  douhle  action  of  drains,''  has  been,  stranpe* 
If  enoogli,  understood  as  if  I  had  aA.4orUKl  that  tlio  Bank  is  compcUetl  to  part 
with  rfi  mUUons  worth  of  property  by  a  drain  of  three  niilliooi*.  Such  an  aascr- 
lioa  would  be  too  absurd  to  require  any  refutation.  Drains  have  a  double 
■cfiloii,  not  upon  the  pecuniary  position  of  the  Rank  itself,  but  upon  the  measures 
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I  am  aware  it  will  l>e  said  that  by  allnwing  dminsof 
this  charactff  to  operate  freely  ii|ioii  tlio  Bank  reserve  until 
tliey  ireasc  of  tlieuiaelvos,  a,  c-ontractioii  of  t!ie  currency  and 
of  t-redit  would  not  be  ])revented,  but  uiily  [lostjionetl ;  aiiice 
if  a  limitation  of  issues  wure  not  resorted  to  for  the  purpose 
of  cliecking  tbe  dniin  in  ite  commencement,  the  same  or  a 
still  greater  limitation  must  take  [ilaeG  afterwards,  in  order, 
by  acting  on  prices,  to  bring  back  this  large  quantity  of 
gold,  for  the  indispensable  jmrpose  of  replenisiiing  the  Bank 
reserve.  But  in  tliis  argument  several  thinga  are  over- 
looked. In  the  first  place,  the  gold  might  be  brought  buck, 
not  by  ft  fall  of  prices,  but  by  the  nuieli  more  rapid  and 
convenient  medium  of  a  rise  of  tlie  rate  of  interest,  involv- 
ing no  fall  of  any  prices  except  the  prices  of  securitiea. 
Either  Engli4i  securities  would  be  bouyht  on  aecoiint  of 
foreigncra,  or  foreign  BccnriticH  held  in  England  would  bo 
sent  abroa<i  tor  sale,  both  which  ojierations  took  plaw 
largely  during  (he  mercantile  difficulties  of  1847,  and  not 
oidy  checked  the  efflux  of  gold,  but  turned  the  tide  and 
bitmght  the  metal  back.  It  was  not,  therefore,  brought 
back  by  a  contraction  of  the  currency,  thongli  in  fliis  case 
it  certainlv  was  so  by  a  contraction  of  loans.     But  even 


it  is  fon-ed  In  tnko  in  ordpr  to  -top  tlie  (Imin.  Thniiph  tho  Bank  itself  is  od 
poorpr.  ill  t'"'i  rcMrvps,  the  itsitvf  in  tlip  liankinp  di'partmeHl  noA  ihe  reserre 
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MPh  nf  llipni  |ir[inriitclj  irfiniit'l  hf  kr'pt  n'  sirfiiifr  as  Ihp  two  togpther  need  be 
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ment,  «nd  llip  wimlp  iiniount  .if  dip  drain  hWuvj  in  the  fir?(  iiislBnce  on  th«t 
diminislifd  r(w>rve,  llip  prpwiirL-  of  llic  wholp  rtrain  on  Ihp  half  reserre  is  as 
miU'li  frit,  Hnil  rcqiiirca  na  slroni;  mensirn^  to  tiliip  ii,  us  a  preasnre  of  twioe  the 
anirpHiit  nn  I  lie  rntin^  iTservo.  As  I  liavi'  said  elsewhere,  t  "it  is  as  if  r  oi«i> 
hiiviiifr  tn  Mr<  n  «i'i|'ht  were  resliHctcU  from  usin^  bolh  hinds  to  do  it,  and  wen 
only  alUiWPd  i..  nw  onp  lianil  et  n  tinii! ;  in  which  case  it  would  be  neaamrr 
thni  Miub  of  lil^  linndn  should  he  as  plronp  as  the  two  logether." 

tKv[ileTin.brr"rctlirCuii™(ll,-f.f)lipn.wj,nrCoinmnni,.ntbf  ftuikiMilalSet 
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his  IB  not  always  indispensable.  For  in  the  second  place, 
t  is  not  necessary  that  the  gold  should  return  with  the  Baine 
nddenness  witli  which  it  went  out.  A  great  poi*tion  would 
irob&bly  return  in  tlie  ordinary  way  of  commerce,  in  pay- 
nent  for  exported  commodities.  Tlie  extra  gains  made  by 
lealers  and  producera  in  foreign  countries  through  the  extra 
myments  they  receive  from  this  country,  are  very  likely  to  be 
)artly  expended  in  increased  purchasesof  English  com  modi- 
ies,  eitlier  for  consumption  or  on  speculation,  though  the 
^ect  may  not  manifest  itself  with  sufficient  ra]>idity  to  en- 
ible  the  transmission  of  gold  to  be  dispensed  with  in  the 
Srst  instance.  These  extra  purchases  would  turn  the  bal- 
ince  of  payments  in  favour  of  the  country,  and  gradually 
restore  a  portion  of  the  exported  gold  ;  and  the  remainder 
BTould  probably  be  brought  back,  without  any  considerable 
rise  of  the  rate  of  interest  in  England,  by  the  fall  of  it  in 
foreign  countries,  occasioned  by  the  addition  of  some  mil- 
ions  of  gold  to  the  loanable  capital  of  those  countries.  In- 
leed,  in  the  state  of  things  c*onscquent  on  the  gold  discover- 
es,  wlien  the  enormous  quantity  of  gold  annually  produced 
n  Austmlia,  and  much  of  that  from  California,  is  distri]>uted 
:o  other  countries  through  England,  and  a  month  seldom 
imsBCS  without  a  large  arrival,  the  Bank  reservi^s  can  replen- 
ish themselves  without  any  re-importation  of  the  gold  pre- 
riously  carried  off  by  a  drain.  All  that  is  needful  is  an 
intermission,  and  a  very  brief  intermission  is  sufficient,  of 
the  exportation. 

For  these  reasons  it  a|>pear6  to  me,  that  notwithstanding 
the  beneficial  operation  of  the  Act  of  1844  in  the  first  f^tagcs 
jf  one  kind  of  commercial  crisis  (that  produced  by  over- 
speculation),  it  on  the  whole  materially  a<rgravatcs  the 
severity  of  commendal  revulsions.  An<l  not  only  are  con- 
tractions of  credit  made  more  severe  bv  the  Act,  they  are 
■ho  made  greatly  more  frequent.  *'  Sui>pose,"  savs  Mr. 
George  Walker,  in  a  clear,  impartial,  and  conclusive  series 
of  papers  in  the  Aberdten  Herald^  forming  one  of  the  bc?st 
existing  disenssions  of  the  present  question — '^  Suppose  that, 
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of  eigliteeii  miliioiis  of  goH,  ten  are  in  the  issue  department 
and  eiglit  are  in  the  hanking  department.  The  residl  iatlii; 
Bamo  as  under  a  metallitj  cnn-ency  witli  only  eight  miUioiis 

in  resurve  instoad  of  eighteen Tlie  effeet  of  the  Banlt 

Act  is,  that  the  proeeedings  of  the  Bank  under  a  diain  are 
not  determined  b_y  the  anionut  of  gold  within  its  vaults,  bat 
are,  or  imglit  tit  be,  deteiniincd  hy  the  portion  of  it  belong- 
ing to  the  banking  dejjartnient.  Willi  tlie  whole  of  the  gold 
at  ita  disposal,  it  may  lind  it  unnefeasai'y  to  interfere  with 
credit,  or  fori;e  down  prices,  if  a  drain  leave  a  fair  reserve 
bchiml.  With  only  tho  banking  reserve  at  its  diBporal,  it 
mu:-t,  from  the  nairow  margin  it  has  to  operate  on,  meet 
all  dfiiiiLs  by  counteractives  more  or  less  strong,  to  the  io- 
jui-y  of  the  coumien-iul  world  ;  and  if  it  fail  to  do  so,  wit 
may  fail,  the  I'onsequenee  is  destruction.  Hence  the  extn- 
ordinary  and  frequent  variations  of  the  rate  of  interest  under 
the  Bank  Aet.  Since  184",  when  the  eyes  of  the  Baid[W«« 
o|iened  to  it.s  true  position,  it  has  felt  it  iiecesaary,  as  apre- 
eaniionary  nieiisiire,  that  every  variation  in  the  reserre 
should  be  aceompanicd  by  an  alteration  in  the  rate  of  in- 
tei-est."  To  make  the  Aet  innoeuous,  therefore,  it  woitU 
he  necessary  that  the  Bank,  in  addition  to  the  whole  of  tlie 
gold  in  the  Issue  Department,  should  retain  as  great  a  re- 
serve in  gold  or  notes  in  the  Banking  Department  alone,  s* 
woidd  tuffli.-e  under  the  old  system  for  the  security  both  of 
the  issues  and  of  ttie  deposits. 

§  5.  There  remain  two  questions  respecting  a  bank 
note  eurreuey.  whlih  hiive  also  been  a  subject  of  consider- 
able diseussion  of  late  years:  whether  the  privilege  of  pro- 
viding it  shoidd  be  I'onlined  to  a  single  establishment,  sach 
as  the  Biink  of  England,  or  a  plurality  of  issuers  should  be 
allowed:  and  in  the  latter  case,  whether  any  peculiar  pre- 
cautions are  [■eijnioite  or  advisable,  to  protect  the  holders 
of  notes  against  li.jsses  occasioned  by  the  insolvency  of  the 
iaauer*. 

The  course  of  the  preceding  speculations  has  led  ue  to 
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3h  BO  much  less  of  peculiar  importance  to  bank  notes, 
ompared  with  other  forms  of  credit,  than  accords  with 
notions  generally  current,  that  questions  respecting  tiie 
ilation  of  so  very  small  a  part  of  the  general  mass  of 
it,  cannot  appear  to  us  of  such  momentous  import  as 

are  sometimes  considered.  Bank  notes,  however,  have 
IT  a  real  peculiarity,  that  they  are  the  only  form  of  credit 
ciently  convenient  for  all  the  purposes  of  circulation,  to 
ble  entirely  to  supersede  the  use  of  metallic  money  for 
mal  purposes.  Tliough  the  extension  of  the  use  of 
[ucs  has  a  tendency  more  and  more  to  diminish  the 
iber  of  bank  notes,  as  it  would  that  of  the  sovereigns  or 
r  coins  which  would  take  their  plac;e  if  they  were  abol- 
i  ;  there  is  sure,  for  a  long  time  to  come,  to  be  a  con- 
rable  supply  of  them,  wherever  the  necessary  degree  of 
mercial  confidence  exists,  and  their  free  use  is  permitted, 
exclusive  privilege,  therefore,  of  issuing  them,  if  reserved 
le  government  or  to  some  one  body,  is  a  source  of  great 
Uiiary  gain.  That  this  gain  should  be  obtained  for  the 
:>n  at  large  is  both  practicable  and  desirable :  and  if  the 
agement  of  a  bank  note  currency  ought  to  be  so  com- 
ply mechanical,  so  entirely  a  thing  of  fixed  rule,  as  it 
ade  by  the  Act  of  1S44,  there  seems  no  reason  why  this 
hanism  should  be  worked  for  the  profit  of  any  private 
?r,  rather  than  for  the  i)ublic  treasury.     If,  however,  a 

be  preferred  which  leaves  the  variations  in  the  amount 
sfioee  in  any  degree  whatever  to  the  discretion  of  tlie 
jrs,  it  18  not  desirable  that  to  the  ever-growing  attribu- 
j  of  the  government,  so  delicate  a  function  sh«)uld  hv, 
radded ;  and  that  the  attention  of  the  heads  of  the 
i  should  be  diverted  from  larger  objects,  by  tlieir  hvlnix 
jged  with  the  applications,  and  made  a  mark  for  all  the 
*|rfiy  which  are  never  spared  to  tliose  dL*i*nK*d  to  be  I'e- 
sible  for  any  acts,  however  minute,  connectt^l  with  the 
lation  of  the  currency.  It  would  be  better  that  treasury 
B,  exchangeable  for  gold  on  demand,  should  be  issued 

fixed  amount,  not  exceeding  the  minimum  of  a  bank 
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note  currenc,^,  tlie  reinaiiider  of  the  no  ch  may  be 

required  being  left  to  be  eiipplied  either  by  ime  or  bji 
number  of  private  banking  establishments.  Or  an  estab- 
liBliinent  like  tlie  Bank  of  England  might  supply  the  whole 
eoimtry,  on  condition  of  lending  fifteen  or  twenty  millions 
of  itfl  notes  to  the  government  without  interest;  whitli 
would  give  the  same  pecuniary  advantage  to  the  state  u 
if  it  i;^:iued  that  number  of  it»  own  notea. 

Tlie  reason  ordiintrily  alleged  in  condemnation  of  the 
Bysteni  of  plurality  of  issuers  which  existed  in  England  be- 
fore tlie  Act  of  1H44,  and  under  certain  limitations  still  mb- 
sists,  is,  that  the  competition  of  these  diflFereTit  issuers  in- 
duces them  to  increase  the  amount  of  their  notes  to  in 
injurious  extent.  But  we  have  seen  that  the  power  which 
bankers  have  of  uugiuenting  their  issues,  and  the  degree  of 
mischief  which  they  can  produce  by  it,  are  quite  trifling  , 
compared  with  the  cnrreiit  over-entimate.  As  remarked 
by  M.  Fullarton,*  the  extra<irdiuary  increase  of  bankingconi- 
potition  oceasiioned  hy  the  establishment  of  the  joint-fltock 
banks,  a  competition  often  of  the  most  reckless  kind,  hia 
proved  utterly  powerlci-s  to  enhirf]!;e  the  aggregate  mata  of 
the  bank  note  circulation  ;  that  aggregate  circulation  hav- 
ing, on  the  contrary,  actually  decreased.  In  any  caee  it 
appears  desirable  to  maintain  one  great  cstablidhinenl 
like  tlic  B;ink  .,f  England,  distinguished  from  other  baoks 
of  isMii-  in  this,  fjisit  it  alone  is  required  to  pay  in  gold,  the 
(libers  lieiiig  at  liberty  to  pay  their  notes  with  notes  of  the 
ceniral  estiihli  slim  cut'.  Tli.-  object  of  this  is  that  there  mar 
he  one  liody,  i-cs]mnsible  for  nitiintasnlng  a  reserve  of  the 
prwiou.-  metals  sufficient  to  meet  any  drain  that  can  reason- 
ably be  cx|ie(ted  to  take  place.  By  disseminating  this  re- 
sponsibility among  a  number  of  hanks,  it  is  prevented  trf-iii 
operating  effioaciously  upon  any  :  or  if  it  be  still  enforced 
u^'iiiti^t  one,  the  reserves  of  the  metals  retail  by  all  the 
olbtrs  iiiv  capitiil  kept  idle  in  pure  waste,      lich  m»y  be 
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msed  with  by  allowing  them  at  their  option  to  pay  in 
c  of  England  notes. 

6.  The  question  remains  whether,  in  case  of  a  plural- 
f  issuers,  any  peculiar  precautions  are  needed  to  protect 
lolders  of  notes  from  the  consequences  of  failure  of  pay- 
t.  Before  1826,  the  insolvency  of  banks  of  issue  was 
?quent  and  very  serious  evil,  often  spreading  distress 
gh  a  whole  neighbourhood,  and  at  one  blow  depriving 
ident  industry  of  the  results  of  long  and  painful  saving, 
was  one  of  the  chief  reasons  which  induced  Parliament, 
lat  year,  to  prohibit  the  issue  of  bank  notes,  of  a  denomi- 
m  below  live  pounds,  that  the  labouring  classes  at  least 
it  be  as  little  as  possible  exposed  to  participate  in  this 
ring.  As  an  additional  safeguard,  it  has  been  sug- 
»d  to  give  the  holders  of  notes  a  priority  over  other 
iters,  or  to  require  bankers  to  deposit  stock  or  other 
ic  securities  as  a  pledge  for  the  whole  amount  of  their 
«.  Tlie  insecurity  of  the  former  bank  note  currency 
ngland  was  partly  the  work  of  the  law,  which,  in  order 
ive  a  qualified  monopoly  of  banking  business  to  the 
k  of  England,  had  actually  made  the  formation  of  safe 
nng  establishments  a  punishable  offence,  by  prohibit- 
the  existence  of  any  banks,  in  town  or  country,  whether 
3ue  or  deposit,  with  a  number  of  partners  exceeding  six. 
.  truly  characteristic  specimen  of  the  old  system  of 
opoly  and  restriction,  was  done  away  with  in  1826, 

as  to  issues  and  deposits,  everywhere  but  in  a  district 
xty-five  miles  radius  round  Ix)ndon,  and  in  1833  in  that 
ict  also,  as  far  jis  relates  to  deposits.  It  was  hoped 
the  numerous  joint-stock  banks  sinc'C  established,  would 
J  famished  a  more  trustworthvcurrencv,  and  that  under 
r  influence  the  banking  system  of  England  would  have 
I  almost  as  secure  to  the  public  as  that  of  Scotland 
are  banking  was  always  free)  has  been  for  two  centuries 
.  Bat  the  almost  incredible  instances  of  reckless  and 
[lulent  mismanagement  which  these  institutions  have 
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of  late  afforded  (tliougli  in  some  of  the  most  notorious  cases 
the  dc-linquent  estalilibliiiients  have  not  been  banks  of  issue), 
have  shown  only  too  clearly  tliat,  south  of  the  Tweed  at 
least,  the  joint-stui;k  principle  applied  to  banking  is  not  the 
adequate  siiiegiiurd  it  was  sy  confidently  supposed  to  be: 
and  it  ia  diffii'ult  now  to  resist  the  conviction,  that  if  plural- 
ity of  issuers  is  allowed  to  exist  at  all,  some  kind  of  special 
security  in  favour  of  the  lioklers  of  notes  should  be  exacted 
as  an  imperative  condition. 


OF  THE  COMPETITION   OF  DIFraRENT  COUNTRIES  IN 

THE  SAME   MARKET. 

§  1.  In  the  phraseology  of  the  Mercantile  System, 
the  language  and  doctrines  of  whicli  are  still  the  basis  of 
what  may  be  called  the  political  economy  of  the  Bi^-lling 
<*lasses,  as  distinguished  from  the  buyers  or  consumers, 
there  is  no  word  of  more  frcnjuent  recurrence  or  more  jKril- 
Oiis  import  than  the  word  underseUlny,  To  undrrsell  other 
Conntriifs — not  to  be  undersold  bv  other  countries — were 
Bpoken  of,  and  are  still  very  often  si»okcn  of,  almost  as  if 
they  were  the  sole  purposes  for  which  j>roduction  and  com- 
mijdities  exist.  The  feelings  of  rival  tra<K'smen,  ])revjuling 
among  nations,  overruled  for  centuries  all  s»  use  of  the  gen- 
eral cominunity  of  advantage  which  commercinl  (roun tries 
derive  from  the  prosperity  of  one  another :  and  tliat  com- 
mcnrial  spirit  which  is  now  one  of  the  strongest  obstacles  to 
wars,  was  during  a  certain  period  of  European  history  their 
principal  cause. 

Even  in  the  more  enlightened  view  now  attaina]»le  of  the 
nature  and  conse<iuence8  of  international  commen-e,  some, 
though  a  comparatively  small,  sjiace  must  still  be  made  for 
the  fact  of  commercial  rivalitv.  Nations  mav,  like  individual 
dealers,  be  competitors,  with  op]»osite  interests,  in  the  mar- 
kets of  some  comnuxlities,  while  in  others  thev  are  in  the 
more  fortunate  relation  of  recij^roeal  customers.  The  ben- 
efit of  commerce  does  not  consifrt,  as  it  was  i»nce  thought  to 
do,  in  the  oommodities  sohl ;    but,  since  the  commodities 


248  BOOK  III.     CHAPTER  XXV.     §1. 


re  bought,  I     I 


soM  aiv  the  means  of  obtaining  those  which 
nation  would  be  eiit  oft"  from  the  real  advantage  of 
incrce,  the  imports,  if  it  could  not  induce  other  nations  to 
take  any  of  its  commodities  in  exchange  ;  and  in  proportion 
&8  tlie  competition  of  other  countries  compels  it  to  otftriti 
commodities  on  cheaper  terms,  on  pain  of  not  selling  iheiii 
at  all,  the  imports  which  it  obtains  by  its  foreign  trade  ire 
jiroiiired  at  greater  cost. 

These  points  have  been  adequately,  though  incidentallj, 
illustrated  in  some  of  the  preceding  chapters.  But  the 
great  space  which  the  topic  has  filled,  and  continues  to  fill, 
in  ecoiioniicfil  speculations,  and  in  the  practical  anxietiis 
both  of  politicians  and  of  dealers  and  manufactiirers,  makes 
it  desirable,  before  quitting  the  subject  of  intemationil 
exchange,  to  subjoin  a  lew  observations  on  the  things  which 
do,  and  on  those  which  do  not,  enable  countries  to  uuderBsIl 
one  another. 

One  country  can  only  undersell  another  in  a  given 
market,  to  the  extent  of  entirely  expelling  licr  from  it,  on 
two  conditions.  In  the  first  place,  she  must  have  a  greater 
advantage  than  the  second  country  in  the  production  of  the 
article  exported  by  both  ;  meaning  by  a  greater  advantage 
(sis  has  been  alreiidy  so  fully  explained)  not  nbgoUitcly,  but 
in  comparison  with  other  rommoditJes;  and  in  the  second 
place,  sui.'h  nnisl  he  her  relation  with  the  customer  country 
in  respect  to  the  demand  for  each  other's  products,  and  such 
the  coTiaequent  state  of  intcrnati.iniil  values,  as  to  give  awiiy 
til  the  customer  country  more  than  the  whole  advaDtOgP 
]»ossessed  by  the  rival  I'ountry  ;  otherwise  the  rival  will 
still  he  able  to  hold  her  giimnd  in  the  market. 

Let  us  reviTt  to  the  imaginary  hypothesis  of  a  trade  be- 
tween England  and  (iermany  in  cloth  and  linen  :  England 
being  capable  of  producing  10  yards  of  cloth  at  tlicsamo 
cost  with  15  yards  of  linen,  Germany  at  the  same  cost  with 
20,  and  the  two  commodities  being  exchanged  between  the 
two  countries  (cost  of  carriage  ajiart)  at  some  intermediate 
rate,  say  lU    for    17.      GiTmany  could    not  be  permanently 


vndenold  i  c  English  market,  and  expelled  from  it,  un« 
less  bv  A  coTintrv  which  offered  not  inerelv  more  than  17, 
but  more  tlian  20  yards  of  linen  for  ten  of  cloth.  Short  of 
that,  the  competition  would  only  oblige  Germany  to  pay 
dearer  for  cloth,  but  would  not  disable  her  from  exporting 
linen.  The  country,  therefore,  whicb  could  undersell  Ger- 
many, must,  in  the  first  place,  be  able  to  produce  linen  at 
less  cost,  compared  with  clotb,  than  Germany  herself;  and 
in  the  next  place,  must  have  such  a  demand  for  cloth,  or 
other  English  commodities,  as  would  compel  her,  even  when 
the  became  sole  occupant  of  the  market,  to  give  a  greater 
advantage  to  England  than  Germany  could  give  by  resign- 
ing the  whole  of  hers ;  to  give,  for  example,  21  yards  for  10. 
Fur  if  not — ^if,  for  exami)le,  the  equation  of  international 
demand,  after  Germany  was  excluded,  gave  a  ratio  of  18  for 
10,  Germany  could  agsiin  enter  into  the  competition  ;  Ger- 
many would  be  now  the  undei'selling  nation ;  and  there 
would  be  a  point,  perhaps  19  for  10,  at  which  both  countries 
would  be  able  to  maintain  their  ground,  and  to  sell  in  Eng- 
land enough  linen  to  pay  for  the  cloth,  or  other  English 
commodities,  for  which,  on  these  newly  adjusted  terms  of 
interchange,  they  had  a  demand.  In  like  manncT,  England, 
as  an  exporter  of  cloth,  could  only  be  driven  from  the  (ler- 
man  market  by  some  rival  whose  superior  advantages  in  the 
production  of  cloth  enabled  her,  and  the  intensity  of  whose 
demand  for  German  pro«luce  compelled  her,  to  offer  10  yards 
of  clotb,  not  merelv  for  less  than  17  vards  of  linen,  but  for 
lefis  than  15.  In  that  case,  England  could  no  longer  carry 
on  the  trade  without  loss  ;  but  in  any  case  short  of  this,  slie 
would  merely  be  obliged  to  give  to  Germany  more  cloth  tor 
lew  linen  than  she  had  previously  giv«'n. 

It  thus  appears  that  the  alarm  of  being  permanently  un- 
dersold may  be  taken  much  too  easily  ;  may  be  taken  when 
the  thing  really  to  be  anticipated  is  not  the  loss  of  the  trade, 
hot  the  minor  inconvenience  of  carrying  it  on  at  a  dimin- 
ished advantage ;  an  inconvenience  chiefly  falling  on  the 
oonsnmerB  of  foreign  commodities,  and  not  on  the  producers 
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or  sellers  of  tlic  exported  article.  It  is  no  sufficient  gronnd 
of  apprclieiision  to  tlic  English  producers,  to  find  that  some 
other  country  can  sull  cloth  in  foreign  markets  at  some 
particular  time,  !i  trltlc  cheaper  than  they  can  theiriBelvei 
afford  to  do  in  the  existing  state  of  prices  in  England, 
Suppose  them  to  be  temporarily  unsold,  and  tlieir  exports 
diminished  ;  the  imports  will  exceed  the  exports,  there  will 
he  a  now  distribution  of  the  precious  inetals,  prices  will  fall, 
and  as  all  the  money  expenses  of  the  English  produceis  will 
he  diminished,  they  will  be  able  (if  the  case  falls  short  of 
that  stated  in  the  preceding  paragraph)  again  to  compete 
with  their  rivals.  The  loss  which  England  will  ineur,  will 
Hfit  fall  u]ii>n  the  eximrtere,  hut  ujion  those  who  consume 
inipiiiti'd  coriiniodities;  who,  with  money  incomes  red  need 
in  ntrii'Unt,  will  have  to  pay  the  same  or  even  an  increased 
price  for  all  thinj^s  ])rodnced  in  foreign  conntrice. 

§  2.  Such,  I  cnncL'ivc,  is  the  tpne  theory,  or  ra  I  ion  ale, 
of  uiidLTsi'llidg.  It  will  be  ohi^erved  that  it  takes  no  a^ 
count  of  some  things  which  we  hear  spotten  of,  ottenerper 
haps  than  any  othere,  in  the  character  of  causes  expoging  > 
coimtiy  to  be  iindei'sold. 

According  to  the  preceding  doctrine,  a  country  cannot 
he  undersold  in  any  romiiiodity,  unless  the  rival  country 
has  a  utroiigtT  inducement  than  itself  for  devoting  its  labour 
and  cnjiital  to  the  jirodiiction  of  the  commodity;  arising 
from  the  fuct  that  by  doing  so  it  occasions  a  greater  saving 
of  labour  and  ciipitu!,  to  be  ^shared  between  itself  and  itscne- 
tomci-s — a  greater  increase  of  the  aggregate  produce  of  the 
world.  The  undciwUing,  therefore,  thongh  a  loss  to  the 
underriuld  country,  is  lui  advantage  to  the  world  at  large; 
the  r-nbstituted  commerce  being  one  which  economizes  more 
fil'  (he  hibnur  and  capital  of  mankind,  and  adds  more  to  their 
ciilh'clive  wealth,  than  the  connnerce  superseded  by  it.  The 
ailvantage,  iif  course,  consists  in  being  able  to  produce  the 
commodity  of  better  quality,  or  with  less  labour  (compared 
wilh  other  things) ;  ur  perbiqia  in.t  with  less  labour,  but  in 
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;  with  a  less  prolonged  detention  of  the  capital  em- 
This  may  arise  from  greater  natural  advantages 
oil,  climate,  richness  of  mines) ;  superior  capability, 
:ural  or  acquired,  in  the  labourers ;  better  division  of 
id  better  tools,  or  machinery.  But  there  is  no  place 
is  theory  for  tlie  case  of  lower  wages.  This,  how- 
tlie  theories  commonly  current,  is  a  favourite  cause 
selling.  We  continually  hear  of  the  disadvantage 
dicb  the  British  producer  labours,  both  in  foreign 
and  even  in  his  own,  through  the  lower  wages  paid 
reign  rivals.  These  lower  wages,  we  are  told,  ena- 
re  always  on  the  point  of  enabling  them  to  sell  at 
ces,  and  to  dislodge  the  English  manufacturer  from 
3  8  in  which  he  is  not  artificially  protected, 
e  examining  this  opinion  on  grounds  of  principle, 
th  while  to  bestow  a  moment's  consideration  upon 
lestion  of  fact.  Is  it  true,  that  the  wages  of  manu- 
;  labour  are  lower  in  foreign  countries  than  in  Eng- 
iny  sense  in  which  low  wages  are  an  advantage  to 
talist  ?  The  artisan  of  Ghent  or  Lyons  may  earn 
«  in  a  day,  but  does  he  not  do  less  work  ?  Degrees 
ncy  considered,  does  his  labour  cost  less  to  his  em- 
Though  wages  may  be  lower  on  the  Continent,  is 
Cost  of  Labour,  which  is  the  real  element  in  the 
ion,  very  nearly  the  same  ?  Tliat  it  is  so  seems  the 
jf  competent  judges,  and  is  confirmed  by  the  very 
ference  in  the  rate  of  profit  between  England  and 
incntal  countries.  But  if  so,  the  o]>inion  is  absurd 
flish  producers  can  be  undersold  by  their  Conti- 
ivals  from  this  cause.  It  is  only  in  America  that 
KMition  is  prima  facte  admissible.  In  America, 
■e  nmch  higher  than  in  England,  if  we  mean  by 
e  daily  earnings  of  a  labourer :  but  the  productive 
r  American  labour  is  so  great — its  efficiency,  com- 
itli  the  favourable  circumstances  in  which  it  is 
makes  it  worth  so  much  to  the  purchaser,  that  the 
Labour  is  lower  in  America  than  in  England  ;  as  is 
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proved  by  the  fact  that  the  general  rate  of  profits  and  of 
interest  is  very  much  higher. 

§  3.  Cut  la  it  tnie  that  low  wages,  even  in  the  sense  of 
low  Cost  of  Labour,  enable  a  country  to  sell  cbeajiCT  iii 
the  foreign  market?  I  mean,  of  course,  low  wages  which 
are  commoniotlje  whole  productive  industry  of  the  coiintrf. 

If  wages,  in  any  of  the  departments  of  industry  wliicli 
supply  exports,  are  kept,  artificially,  or  by  some  accidenu! 
cause,  below  the  general  rate  of  wages  in  the  country,  tliii 
is  a  real  advantage  in  the  foreign  market,  it  lessens  the 
conipartrt've  cost  of  production  of  those  articles,  in  relation 
to  otberti ;  and  has  tlie  same  etieet  as  if  their  production  n- 
(piired  so  much  less  labour.  Take,  tor  instance,  the  case  of 
tlie  Tnited  States  in  respect  to  certain  commodities.  In 
that  country,  tobacco  and  cotton,  two  great  articles  of  a- 
port,  are  produced  by  slave  labour,  while  food  and  mann- 
factures  generally  arc  jiroduced  by  free  labourers,  wlio 
either  work  on  their  own  account  or  are  paid  by  wages.  In 
spite  of  the  inferior  efficiency  of  slave  labour,  there  can  be 
no  rcasiiuablu  doubt  that  in  a  couuti-y  where  the  wageaof 
free  labour  are  so  high,  the  work  executed  by  slaves  is  a 
better  bargain  to  the  capitalist.  To  whatever  extent  it  is 
BO,  tliia  smaller  cost  of  labour,  being  nut  goueral,  but  limited 
to  those  emplojnneiits,  is  just  as  much  a  cause  of  cheapness 
ill  the  products,  both  in  tlie  home  and  in  the  foreign  mar- 
kot,  as  if  they  bad  been  made  by  a  less  quantity  of  labour, 
If  the  slaves  n»  the  .Southern  States  were  emancipated,  and 
their  wngcs  rose  to  the  general  level  of  the  eaniings  of  free 
labour  in  America,  that  country  might  be  obliged  to  erase 
some  of  the  Blavc-grfiwn  articles  from  the  catalc^ue  of  it» 
ex])orts.  and  would  certainly  be  miable  to  sell  any  of  them 
in  the  furrigii  market  at  lhc]iresent  price.  Their  cheapness 
is  partly  an  artificial  cheapness,  which  may  be  compared  ft" 
that  produced  by  a  bounty  on  production  or  on  ixiKirtalion: 
or,  considet'ing  the  means  Iiy  which  it  is  ob  ?d,  an  apter 
comparison  ^ouM  bo  with  the  cheapness  of  ..    sa  goods. 
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An  advantage  of  a  Biinilar  economical,  tliough  of  a  very 
different  moral  character,  is  that  possessed  by  domestic 
naniifactures ;  fabrics  produced  in  the  leisure  hours  of  fam- 
Jies  partially  occupied  in  other  pursuits,  who,  not  depending 
:br  subsistence  on  the  produce  of  the  manufacture,  can  afford 
:o  sell  it  at  any  price,  however  low,  for  which  they  think  it 
¥orth  while  to  take  the  trouble  of  producing.  In  an  ac- 
.•ount  of  the  Canton  of  Zurich,  to  which  I  have  had  occasion 
o  refer  on  another  subject,  it  is  observed,*  "  The  workman 
>f  Zurich  is  to-day  a  manufacturer,  to-morrow  again  an  agri- 
culturist, and  changes  his  occupations  with  the  seasons,  in  a 
^Dtinual  round.  Manufacturing  industry  and  tillage  ad- 
vance hand  in  hand,  in  inseparable  alliance,  and  in  this 
mion  of  the  two  occupations  the  secret  may  be  found,  why 
;he  simple  and  unlearned  Swiss  manufacturer  can  always  go 
m  com}>eting,  and  increasing  in  prosperity,  in  the  face  of 
hose  extensive  establishments  fitted  out  with  groat  cco- 
lomic,  and  (what  is  still  more  important)  intellectual,  re- 
iources.  Even  in  those  parts  of  the  Canton  where  mann- 
actures  have  extended  themselves  the  most  widely,  only 
me-seventh  of  all  the  families  belong  to  manufactures 
Jone ;  four-sevenths  combine  that  eni)>loynient  with  agri- 
iultnre.  TIic  advantage  of  this  domestic  or  family  manu- 
actnre  consists  chiefly  in  the  fact,  that  it  is  compatible  with 
Jl  other  avocations,  or  rather  that  it  may  in  part  be  re- 
^rded  as  only  a  supplementary  employment.  In  winter, 
u  tlie  dwellings  of  the  ojHjratives,  the  whole  family  employ 
hemselves  in  it :  but  as  soon  as  spring  appears,  those  on 
rhom  the  early  field  lab«)urs  devolve,  abandon  the  in-door 
rork ;  many  a  shuttle  stands  still ;  by  degrees,  as  the  ficld- 
rork  increases,  one  member  of  the  family  follows  another, 
ill  at  last,  at  the  harvest,  and  during  the  so-called  ^  great 
rorks,'  all  hands  seize  the  implements  of  husbandry ;  but 
Q  unfavourable  weather,  and  in  all  otherwise  vacant  hours, 
he  work  in  the  cottage  is  resumed,  and  when  the  ungenial 

*  H%$t0ri$ek'2€ographi9ch-*tatinti9ch*»  Uemalde  der  Schweiz.     Erotee  Heft, 
8M,  p.  105. 
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season  again  recurs,  the  people  retui-n  in  the  me  graduil 
order  to  their  home  occupation,  until  they  have  all  re- 
sumed it." 

Ill  the  case  of  these  domestic  iiiaimfactiires,  the  compara- 
tive cost  of  production,  on  wliicb  the  interchange  between 
countries  depends,  is  much  lower  than  in  proportion  totlie 
quantity  of  hiboiir  employed.  The  workpeople,  looking  W 
the  earnings  of  their  loom  fur  a  part  only,  if  for  any  part, 
of  their  actual  maintenance,  cau  aiford  to  work  for  a  lea 
remuneration  than  the  lowest  rate  of  wages  which  canpe^ 
manently  exist  in  the  employments  by  which  the  labourer  | 
han  to  support  the  whole  expense  of  a  family.  "Working,  u  I 
they  do,  not  for  an  employer  but  for  themselves,  theymaj 
be  said  to  carry  on  the  jnanufactnre  at  no  cost  at  all,  except 
the  small  expense  of  a  loom  and  of  the  material ;  and  the 
limit  of  possible  cheapness  is  not  the  nectssity  of  living  by 
their  trade,  but  that  of  earning  enough  by  the  work  to  make 
that  social  eni])loyment  of  their  leisure  hours  not  di^ 
iiLTceable. 

§  4.  These  two  cases,  of  slave  labour  and  of  domestic 
tnanufacturcB,  exemjilily  the  conditions  under  wbieh  li>w 
wages  enable  a  country  to  sell  its  commodities  cheaper  iii 
foreign  markets,  and  consequently  to  undersell  its  rivals,  or 
to  avoid  being  undersold  by  them.  But  no  such  advantage 
is  cuiifeiTed  by  low  wtiges  when  common  to  all  branches  of 
industry.  General  low  wages  never  caused  any  country  W 
undersell  its  rivals,  nor  did  general  high  wages  ever  binder 
it  from  doing  so. 

To  demonstrate  this,  we  must  i-etum  to  an  elementari 
principle  whieli  was  discussed  in  a  former  chapter.*  Gen- 
ei'al  low  wages  do  not  cause  low  prices,  nor  high  wages  high 
prices,  within  the  country  itself.  General  pricea  are  not 
raised  by  a  rise  of  wages,  any  more  than  they  would  be 
raised  by  an  increase  of  the  quantity  of  labour  required  in 
all   production,     Exjieiises  which   affect    all    eommoditdea 
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equally,  have  no  influence  on  prices.  If  the  maker  of 
bruadeloth  or  cutleiy,  and  nobody  else,  Imd  to  pay  higher 
ivages,  the  price  of  his  commodity  would  rise,  just  as  it 
urould  if  he  had  to  employ  more  labour  ;  because  otherwise 
he  wouhl  gain  less  profit  than  other  producers,  and  nobody 
would  engage  in  the  employment.  But  if  everybody  has  to 
pay  higher  wages,  or  everybody  to  employ  more  lal)Our,' 
the  loss  umst  be  submitted  to  ;  as  it  aftects  everybody  alike, 
no  one  can  hope  to  get  rid  of  it  by  a  change  of  employment, 
each  therefore  resigns  himself  to  a  diminution  of  prolits,  and 
prices  remain  as  they  were.  In  like  manner,  general  low 
wages,  or  a  general  increase  in  the  productiveness  of  labour, 
does  not  make  prices  low,  but  profits  high.  If  wages  fall, 
(meaning  here  by  wages  the  cost  of  labour,)  why,  on  that 
account,  should  the  producer  lower  his  price  ?  He  will  be 
foK-ed,  it  may  be  said,  by  the  competition  of  other  eai)ital- 
ists  who  will  crowd  into  his  employment.  But  other  cap- 
italists are  also  paying  lower  wages,  and  by  entering  into 
competition  with  him  they  would  gain  nothing  but  what 
they  are  gaining  already.  The  rate  then  at  which  labour  is 
paid,  as  well  as  the  quantity  of  it  which  is  employed,  affects 
neither  the  value  nor  the  price  of  the  commodity  prodiiccfl, 
except  in  so  far  as  it  is  peculiar  to  that  commodity,  and  not 
common  to  commodities  generally. 

Since  low  wages  are  not  a  cause  of  low  prices  in  the 
country  itself,  so  neither  do  they  cause  it  to  offer  its  com- 
modities in  foreign  markets  at  a  lower  price.  It  is  quite 
true  that  if  the  cost  of  labour  is  lower  in  America  than  in 
England,  America  could  sell  her  cottons  to  Cuba  at  a  lower 
price  than  England,  and  still  gain  as  hi^h  a  profit  tus  the 
English  manufacturer.  But  it  is  not  with  the  profit  of  the 
English  manufacturer  that  the  American  cotton  s])iiiner  will 
make  his  comparison  ;  it  is  with  the  profits  of  other  Amer- 
ican capitalists.  Tliese  enjoy,  in  common  with  himself,  the 
benefit  of  a  low  cost  of  labour,  and  have  accordin^^ly  a  high 
rate  of  profit.  Tljis  high  profit  the  cotton  spinner  must  also 
have:  he  will  not  content  himself  with  the  English  profit. 
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It  iff  Irue  lie  may  go  on  for  a  tiiut*  at  that  lower  rate,  t 
tliJin  cliiiiijfe  liie  einplojiiient ;  and  a  trade  uuiy  be  c 
on,  Btiiiicliiiies  I'ur  a  lung  period,  at  a  much  lower  profit 
thaii  tliat  for  which  it  would  have  been  originally  engaged 
ill.  Countries  which  have  a  low  cost  of  labour,  and  high 
pvufiU,  do  not  for  that  reason  undersell  others,  but  tliejdo 
oiijiosu  a  more  oLstiuute  rtisiataiice  to  being  undersold, 
bL-CfiUee  the  producers  enn  often  tiubniit  to  a  diminution  of 
pi-olit  without  being  unable  to  live,  and  even  to  thrive,  by 
tlii^ir  biisincsB.  IJiit  this  is  all  which  their  advantage  do« 
for  tlicin  :  and  in  this  resistance  they  will  not  lor.g  per- 
severe, when  a  change  of  times  which  may  give  thom  equal 
protits  with  the  rest  of  their  comitrynien  has  become  msni- 
feBtly  hopeless.  i 

§  5,  There  in  a  class  of  trading  and  exporting  comma-  I 
nitics,  on  wliicli  a  few  words  of  explanation  seem  to  be 
nKjuircd.  Tlieae  are  hardly  to  be  looked  >ipon  as  coiintrie*, 
ciirryiiig  on  an  exchange  of  commodities  with  other  countries, 
but  more  properly  as  outlying  agricultural  or  manufacturing 
establishniunta  belonging  to  a  larger  community.  Our  West 
India  colonies,  for  example,  cannot  he  regarded  as  coun- 
tries, with  a  productive  capital  of  their  own.  If  Manches- 
ter, instead  of  being  where  it  is,  were  on  a  roi'k  in  the  North 
Pea  (ils  pn-scnt  industry  nevertheless  eontinuing),  it  would 
still  iie  but  a  town  of  England,  not  a  country  trading  with 
Kiiglaud;  it  would  be  merely,  as  now,  a  place  where 
England  finds  it  convenient  to  carry  on  her  cotton  manu- 
facture. The  "West  Indies,  in  like  manner,  are  the  place 
wiiere  England  tind^  it  cunvenient  to  carry  on  the  produc- 
tion of  sugjir,  critFce.  and  a  few  other  tropical  coninjodities. 
All  the  capital  cniph.ved  is  Englisli  capital ;  almost  all  the 
industry  is  carried  un  for  English  uses;  there  is  little  pro- 
duction of  anything  excejit  the  stajile  comnioditieg,  and 
thei-C  Hix'  sent  to  Enj^himl,  nul  to  be  exchanged  for  things 
exported  to  the  colony  and  n.usnnied  by  its  inhabitants,  bat 
to    \<c  siild    in  Kiighihd  fur  the  hciietit  of  the  proprietors 


th  the  West  Indies  is  therefore  hardly 
to  be  considered  aa  external  trade,  but  more  resembles  the 
traffic  between  town  and  country,  and  is  aniena])le  to  the 
principles  of  the  home  tra<le.  The  rate  of  j»rofit  in  the 
Oulonies  will  be  regulated  by  English  profits :  the  ex- 
pectation of  profit  must  be  about  the  same  as  in  England, 
Vritli  the  addition  of  compensation  for  the  disadvantages 
attending  the  more  distant  and  hazardous  emph>ymeiit : 
and  at\er  allowance  is  made  for  those  disadvantages,  the 
value  and  price  of  West  India  produce  in  the  English 
market  must  be  regulated,  (or  rather  must  have  been  regu- 
lated formerly,)  like  that  of  any  English  oommodity,  by  the 
cost  of  prrxluction.  For  the  last  ten  or  twelve  years  this 
principle  has  been  in  abeyance  :  the  price  was  first  kept  up 
beyond  the  ratio  of  the  cost  of  j)roduction  by  deficient  suj)- 
plies,  which  could  not,  owing  to  the  deficiency  of  labour,  be 
increased  ;  and  more  recently  the  admission  of  foreign  eom- 
petition  has  introduced  another  element,  and  some  of  the 
West  India  Islands  are  undersold,  not  so  nmch  because 
wages  are  higher  than  in  Cuba  and  Brazil,  as  because  they 
are  higher  than  in  England  :  for  were  they  not  so,  Jamaica 
c<iuld  sell  her  sugars  at  Cuban  prices,  and  still  obtain,  though 
not  a  Cuban,  an  English  rate  of  profit. 

It  is  worth  while  also  to  notice  another  class  of  small, 
but  in  this  case  mostly  indepen<lent  communities,  which 
have  supported  and  enriched  themselves  almost  without  any 
productions  of  their  own,  (excc})t  ships  and  marine  c»quip- 
ments,)  by  a  mere  carrying  trade,  and  commence  of  tnitr*:- 
pf4  ;  by  buying  the  produce  of  one  country,  to  sell  it  at  a 
profit  in  another.  Such  were  Vt^nice  ami  the  IFaiise  T(»wns. 
The  case  of  these  communities  is  verv  simi»le.  Thev  made 
themselves  and  their  capital  the  instruments,  not  «»f  pnn 
dnction,  but  of  acicomplishing  ex(rhanges  between  the  pnn 
ductions  of  other  countries.  These  exehanges  are  attended 
with  an  advantage  to  those  countries — an  increase  of  the 
aggregate  returns  to  industry — part  of  which  went  to 
indemnify  the  agents,  for  the  necessary  expenses  of  trans- 
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port,  and  another  ])art  to  remunerate  the  use  of  their  capital 
and  mei'caiitile  skill.  Tlie  countries  themselves  had  doI 
napilal  disposable  for  the  opcnuion.  When  the  Venetiuia 
became  the  agents  of  the  general  commcrt-e  of  Southern 
Europe,  they  had  scarcely  any  competitors:  tlie  thing 
would  nut  have  been  done  at  all  without  them,  and  tliere 
was  really  no  liuiit  to  their  profits  except  the  limit  to  wh;l 
the  ignoi-ant  feudal  nobility  could  and  would  give  for  tha 
unknown  luxuries  thou  lii-st  presented  to  their  sight.  At 
a  later  period  competition  arose,  and  the  profit  of  thii 
operation,  like  that  of  others,  became  amenable  to  natural 
laws.  The  carrying  trade  was  taken  up  by  Holland,  a 
country  witb  productions  of  ils  own  and  a  large  accninu- 
lated  capital.  The  other  nations  of  Europe  also  had  now 
ca])ital  to  spare,  and  were  capable  of  conducting  their 
foreign  trade  for  themselves :  but  Holland,  liaving,  from 
the  variety  of  circumstances,  a  lower  rate  of  profit  at  home, 
could  aflbrd  to  carry  for  other  countries  at  a  smaller  tul- 
vance  on  the  original  cost  of  the  goods,  tlian  would  have 
been  required  by  their  own  capitalists ;  and  Holland,  there- 
fore, engrosser!  the  gi-eatest  part  of  the  carrying  trade  of 
all  those  countries  which  did  not  keep  it  to  tbemselvea  by 
Navigation  Laws,  conslructcd,  like  those  of  England,  for 
the  express  purpose. 


OF  DISTRIBUTION,  AS  AFFECTED  BT  EXCHANGE. 

§  1.  We  have  now  completed,  aa  far  as  is  compatible 
vith  our  purposes  and  limits,  the  exposition  of  the  ma- 
chinery through  which  the  produce  of  a  country  is  appor- 
tioned among  the  different  classes  of  its  inhabitants  ;  which 
is  no  other  than  the  machinery  of  Exchange,  and  has  for 
the  exponents  of  its  operation,  the  laws  of  Value  and  of 
Price.  We  shall  now  avail  ourselves  of  the  light  thus 
acquired,  to  cast  a  retrospective  glance  at  the  subject  of 
Distribution.  The  division  of  the  produce  among  the  three 
claBsea,  Labourers,  Capitalists,  and  Landlords,  when  consider- 
ed without  any  reference  to  Exchange,  appeared  to  depend 
on  certain  general  laws.  It  is  fit  that  we  should  now  con- 
sider whether  these  same  laws  still  operate,  when  the 
distribution  takes  place  through  the  complex  mechanism 
of  exchange  and  money ;  or  whether  the  properties  of 
the  mechanism  interfere  with  and  modify  the  presiding 
principles. 

The  primary  division  of  the  produce  of  human  exertion 
and  fmpdity  is,  aa  we  have  seen,  into  three  shares,  wages, 
profits,  and  rent ;  and  these  shares  are  portioned  out  to  the 
persons  entitled  to  them,  in  the  form  of  money,  and  by  a 
process  of  exchange ;  or  rather,  the  capitalist,  with  whom  in 
the  usual  arrangements  of  society  the  produce  remains, 
pays  in  money,  to  the  other  two  sharers,  the  market  value 
of  their  labour  and  land.    K  we  examine,  on  what  the 
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])eeTiniary  value  of  labour,  anil  the  pecuniary  value  of  tlie 
nse  of  land,  (iepend,  we  ahull  find  that  it  is  on  tlie  very  ea 
causes  by  which  we  found  tiiat  wages  and  rent  would 
regulated   if  tlieie   were  no  money  and   no  exciiange  of 
coiumoditied. 

It  is  evident,  in  the  first  place,  that  the  law  of  Wages  is 
not  affepted  by  the  existence  or  non-existeni;e  of  Exchange 
or  Money.  Wages  depend  on  tlic  ratio  between  population 
and  capital ;  and  would  do  so  if  all  the  capital  in  the  world 
were  the  property  of  one  association,  or  if  the  capitalists 
among  whom  it  is  shared  maintained  each  an  establishment 
for  tlie  prodin-tion  of  every  article  consximcd  in  the  com- 
munity, exchange  of  commodities  having  no  existence.  As 
the  ratio  between  capital  and  population,  everywhere  but  in 
new  colonies,  depends  on  the  strength  of  the  checks  bywhicli 
the  too  rapid  increase  of  population  is  restrained,  it  may  be 
said,  popularly  speaking,  that  wages  depend  on  the  checks 
to  population  ;  that  when  the  check  is  not  death,  by 
starvation  or  disease,  wages  depend  on  the  prudence  of  the 
labouring  people  ;  and  that  wages  in  any  country  are  habit- 
ually at  the  lowest  rate,  to  which  in  that  country  the 
labourer  will  suffer  them  to  be  depressed  rather  than  put  a 
restraint  npon  multiplication. 

What  is  here  meant,  however,  by  wages,  iathelabourer's 
real  scale  of  comfort ;  the  quantity  he  obtains  of  the  things 
wliieh  nature  or  habit  has  made  necessary  or  agreeable  to 
him :  wages  in  the  sense  in  which  they  are  of  importance  to 
the  receiver.  In  the  seiiHe  in  which  they  are  of  importance 
to  the  payer,  they  do  not  depend  exclusively  on  such  simple 
principles.  Wages  in  the  first  sense,  the  wages  on  which 
the  labourer's  comfort  depends,  we  will  call  real  wages,  or 
wages  in  kind.  Wages  in  the  second  sense,  we  may  be 
jmrmiUcd  to  call,  for  the  present,  money  wages;  assuming, 
as  it  is  allowable  to  do,  that  money  remains  for  the  time  an 
invariable  standard,  no  alteration  taking  place  in  the  con- 
ditions under  which  the  circulating  medium  itself  is  produced 
or  obtained.     If  money  itself  undergoes  no  variation  in  c<^ 
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iCfOBj  price  of  labour  is  an  exact  measure  of  the  Cost  of 
or,  and  may  be  made  use  of  as  a  convenient  symbol  to 
88  it. 

[ie  money  wages  of  labour  are  a  compound  result  of  two 
mts :  first,  real  wages,  or  wages  in  kind,  or  in  other 
^  the  quantity  which  the  labourer  obtains  of  the  ordi< 
articles  of  consumption ;  and  secondly,  the  money  prices 
«e  articles.  In  all  old  countries — all  countries  in  which 
Dcrease  of  population  is  in  any  degree  checked  by  the 
iilty  of  obtaining  subsistence — the  habitual  money  price 
[>our  is  that  which  will  just  enable  the  labourers,  one 
another,  to  purchase  the  commodities  without  which 
either  cannot  or  will  not  keep  up  the  population  at 
istomary  rate  of  increase.  Their  standard  of  comfort 
;  given,  (and  by  the  standard  of  comfort  in  a  labouring 

is  meant  that,  rather  than  forego  which,  they  will 
in  from  multiplication,)  money  wages  depend  on  the 
y  price,  and  therefore  on  the  cost  of  production,  of 
arious  articles  which  the  labourers  habitually  consume : 
ise  if  their  wages  cannot  procure  them  a  given  quan- 
)f  these,  their  increase  will  slacken,  and  their  wages 

Of  these  articles,  food  and  other  agricultural  produce 
>  nmch  the  principal,  as  to  leave  little  influence  to 
ling  else. 

;  is  at  this  point  that  we  are  enabled  to  invoke  the  aid 
e  principles  which  have  been  laid  down  in  this  Third 

The  cost  of  production  of  food  and  agricultural  prod- 
aa  been  analyzed  in  a  preceding  chapter.  It  depends 
e  productiveness  of  the  least  fertile  land,  or  of  the  least 
ictively  employed  portion  of  capital,  which  the  neces- 
of  society  have  as  yet  put  in  requisition  for  agricultural 
9066.     The  cost  of  production  of  the  food  grown  in 

least  advantageous  circumstances,  determines,  as  we 

Been,  the  exchange  value  and  money  price  of  the  whole. 

ly  given  state,  therefore,  of  the  labourers'  habits,  their 

ty  wages  depend  on  the  productiveness  of  the  least  fertile 

or  least  productive  agricultural  capital :  on' the  point 
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which  cultivation  has  reached  in  its  downv  I  rogress— in 
its  encroachments  on  tlie  barren  lands,  and  ■  gradimlly 
increased  strain  upon  the  powers  of  the  more  fertile.  Now, 
the  force  which  urges  cultivation  in  this  downward  conree, 
is  the  increase  of  people;  while  the  eountcr-force  which 
checks  the  descent,  is  tiie  improvement  of  agricultural  seiem* 
and  practice,  enabling  the  same  soil  to  yield  to  the  same 
labour  miire  ample  returns.  Tlie  costliness  of  the  most 
costly  part  of  the  produce  of  cultivation,  is  an  exact  expres- 
sion of  the  state,  at  any  given  moment,  of  the  race  which 
piipulation  and  agricultui'al  skill  are  always  running  against  i 
each  other.  1 

§  2,  It  is  well  said  by  Dr.  ChalmerB,  that  many  of  tie 
most  important  Iciisons  in  political  economy  are  to  be  learnt 
at  the  extreme  margin  of  cultivation,  the  last  point  which 
the  culture  of  the  soil  has  readied  in  its  contest  with  the 
spontaneous  agencies  of  nature.  The  degree  of  productive- 
ness of  this  extreme  margin,  is  an  index  to  the  existing  staUt 
of  the  distribution  of  the  produce  among  the  three  classes, 
of  labourers,  capitalists,  and  landlords. 

When  the  demand  of  an  increasing  population  for  more 
food  cannot  bo  satisfied  without  extending  cultivation  to  less 
fertile  land,  or  incurring  additional  outlay,  with  a  less  pro- 
portional return,  on  laud  already  in  cultivation,  it  is  a  neces- 
sary cmditiiui  of  tiiis  increase  of  agricultural  produce,  that 
the  value  anil  price  of  that  produce  must  first  rise.  But  as 
soon  as  the  price  has  risi'U  sutRcieiitly  to  give  to  the  addi- 
tional outlay  of  capital  the  onlinary  profit,  the  rise  will  not 
go  on  still  further  for  the  [nirpose  of  enabling  the  new  land, 
or  the  new  expenditure  on  old  land,  to  yield  rent  as  well  as 
profit.  Tlie  land  or  capital  last  put  in  requisition,  and  occu- 
pying wliat  Dr.  Chalmers  calls  the  margin  of  cultivation, 
will  yield,  and  continue  to  yield,  no  rent.  But  if  this  yields 
no  rent,  the  rent  atibrded  by  all  other  land  or  agricultural 
capital  will  be  exactly  so  nuicb  as  it  produces  more  than  this. 
Tlie  price  of  food  will  always  on  the  average  be  such,  that 


^  me  least  productive  instalinent  of  the 
capital  employed  on  the  better  lands,  shall  just  replace  the 
expenses  with  the  ordinary  profit.  If  the  least  favoured 
land  and  capital  just  do  thus  much,  all  other  land  and  capital 
will  yield  an  extra  profit,  equal  to  the  proceeds  of  the  extra 
produce  due  to  tlieir  superior  productiveness  ;  and  this  extra 
profit  becomes,  by  competition,  the  prize  of  the  landlords. 
Exchange,  and  money,  therefore,  make  no  difterence  in  the 
law  of  rent :  it  is  the  same  as  we  originally  found  it.  Rent 
ifl  the  extra  return  made  to  agricultural  capital  when  em- 
ployed with  peculiar  advantages;  the  exact  equivalent  of 
what  those  advantages  enable  the  producers  to  economize 
in  the  cost  of  production :  the  value  and  price  of  the  produce 
being  r^ulated  by  the  cost  of  production  to  those  producers 
who  have  no  advantages ;  by  the  return  to  that  portion  of 
agricultural  capital,  the  circumstances  of  which  are  the  least 
favourable. 

§  3.  Wages  and  rent  being  thus  regulated  by  the  same 
principles  when  paid  in  money,  as  they  would  be  if  appor- 
tioned in  kind,  it  follows  that  Profits  are  so  likewise.  For 
the  surplus,  after  replacing  wages  and  paying  rent,  consti- 
tutes Profits. 

We  found  in  the  last  chapter  of  the  Second  Book,  that 
the  advances  of  the  capitalist,  when  analyzed  to  their 
ultimate  elements,  consist  either  in  the  purchase  or  main- 
tenance of  labour,  or  in  the  profits  of  former  capitalists ;  and 
that  therefore  profits  in  the  last  resort,  depend  upon  the 
Goat  of  Labour,  falling  as  that  rises,  and  rising  as  it  falls.- 
Let  us  endeavour  to  trace  more  minutely  the  operation  of 
this  law. 

There  are  two  modes  in  which  the  Cost  of  Labour,  which 
IB  correctly  represented  (money  being  suj)posed  invariable) 
by  the  money  wages  of  the  labourer,  may  be  increascil. 
TTie  labourer  may  obtain  greater  comtorts ;  wages  in  kind — 
real  wages — may  rise.  Or  the  progress  of  po]>ulation  may 
force  down  cultivatioii  to  inferior  soils,  and   more  costly 
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professes ;  tliiia  i-airiiiig  thu  cost  of  produflion,  the  value, 
aii(i  tlie  price,  of  tiic  chief  artiulcB  of  the  laljourer'e  uoh- 
auiiiiition.  On  either  of  tlieaeBiippositioiis,  the  rate  of  profit 
will  fall. 

If  the  labourer  obtains  more  abundant  commodicie«, 
only  \iy  reason  of  their  gresitcr  cJieapnt^ss  ;  if  be  obtains  h 
greater  quantity,  but  not  on  the  whole  a  greater  cost ;  real 
wages  will  be  iuereaaed,  but  not  money  wages,  and  then) 
will  be  notliing  to  affect  the  rate  of  profit.  But  if  he  ob- 
tains a  greater  ipiantity  of  coiumoilities  of  which  the  cost  of 
protluction  is  not  lowered,  he  obtains  a  greater  cost ;  liis 
money  wages  are  higher.  The  expense  of  these  increased 
money  wages  falls  wholly  on  the  capitaliat.  Tliere  are  ao 
conceivable  means  by  which  be  can  shake  it  off.  It  may 
be  wild — it  u^ed  formerly  to  be  6aid — that  be  will  get  rid  of 
it  hy  raising  his  price.  But  this  opinion  we  have  already, 
and  more  than  uiwv,  fully  refuted.* 

The  doetrinc,  indeed,  that  a  rise  of  wages  causes  an 
eijnivaleiil  rir-e  of  prices,  is,  as  we  formei'ly  observed,  selt- 
ciintnidiclury  :  for  if  it  did  so,  it  would  not  be  a  rise  of 
wages  ;  the  khonrer  would  get  no  more  of  any  commodity 
tlian  he  had  before,  let  his  money  wages  rise  ever  so  much; 
a  nse  of  real  wages  would  be  an  inijiossibility.  Tliis  being 
equally  contrary  to  reivson  and  to  fact,  it  is  evident  that  a 
rise  of  mcmey  wages  does  not  raise  prices ;  tliat  high  wages 
arc  not  a  cause  of  high  prices.  A  rise  of  general  wages  falls 
on  profits.     Tliere  is  no  i>03sil>!e  alternative. 

Having  disposed  of  the  cnsc  in  which  the  increase  of 
money  wages,  and  of  the  Cost  of  Labour,  arises  from  the 
labourer's  obtaining  more  umjile  wages  in  kind,  let  us  now 
suppose  it  to  arise  from  the  iiu'ivased  cost  of  production  of 
the  things  which  be  eonsumes;  owing  to  an  increase  of 
population,  nnaccoTU]>!inicd  by  an  equivalent  increase  of 
agricultural  i^klll.  The  augmented  supply  required  by  the 
populiitiou  wiiuld  not  be  ohtuined,  unless  the  price  of  food 
rose  eufticicntlv  to  remunerate  the  farmer  for  the  increiieed 


*  Supra,  linuk  lii,  cLap.  iv.  g  2,  and  chap,  x 
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t  of  production.  The  farmer,  however,  in  this  case 
:ain6  a  twofold  disadvantage.  lie  has  to  carry  on  his 
:ivatiou  under  less  favourable  conditions  of  productive- 
)  tlian  before.  For  this,  as  it  is  a  disadvantage  belong- 
to  him  only  as  a  farmer,  and  not  shared  by  other  em- 
yerSj  he  will,  on  the  general  principles  of  value,  be  com- 
bated by  a  rise  of  the  price  of  his  commodity  :  indeed, 
il  this  rise  lias  taken  place,  he  will  not  bring  to  market 
required  increase  of  produce.  But  this  very  rise  of 
?e  involves  him  in  another  necessity,  for  wliich  he  is  not 
ipensated.  He  must  pay  higher  money  wages  to  his  la- 
irers.  This  necessity,  being  common  to  him  with  all 
er  capitalists,  forms  no  ground  for  a  rise  of  price.  The 
le  will  rise,  until  it  has  placed  him  in  as  good  a  situation 
respect  of  profits,  as  other  employers  of  labour :  it  will 
t  so  as  to  indemnify  him  for  the  increased  labour  which 
must  now  employ  in  order  to  produce  a  given  quantity 
bod  :  but  the  increased  wages  of  that  labour  are  a  bur- 
n  common  to.  all,  and  for  which  no  one  can  be  indem- 
ed.  It  will  be  paid  wholly  from  profits. 
Thus  we  see  that  increased  wages,  when  common  to  all 
criptions  of  productive  labourers,  and  when  really  repre- 
ting  a  greater  Cost  of  Labour,  are  always  and  necessarily 
the  expense  of  profits.  And  by  reversing  the  cases,  we 
uld  find  in  like  manner  that  diminished  wages,  when 
resenting  a  really  diminished  Cost  of  Labour,  are  e(|uiva- 
t  to  a  rise  of  profits.  But  the  opposition  of  pecuniary 
irest  thus  indicated  between  the  class  of  caj)italists  and 
t  of  labourers,  is  to  a  great  extent  only  a|)parent.  Heal 
Sfes  are  a  very  diflVrent  thing  from  the  C^ost  of  Labour, 
1  are  generally  highest  at  the  times  and  places  where, 
n  the  easv  terms  on  which  the  land  vieldt*  all  the  produce 
yet  required  from  it,  the  value  and  pri(»e  of  food  being 
',  the  cost  of  labour  to  the  employer,  notwithstanding  iti» 
pie  remuneration,  is  comjmratively  cheap,  and  the  rate  of 
fit  consequently  high  ;  as  at  present  in  the  United  States. 
>  thus  obtahi  a  full  confirmation  of  our  original  theorem 
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that  Profits  depend  on  tlie  Cost  of  Labour ;  or,  to  expna 
tlie  meaning  with  still  greater  Bwar&cy,  the  ra  e  of  profit 
and  the  cost  of  lahoiir  vary  inversely  as  one  another,  and 
are  joint  etfecta  of  tlie  sairje  agencies  or  causes. 

But  does  not  this  proposition  require  to  be  slightly  modi- 
fied, by  making  allowance  for  that  portion  (though  com- 
paratively small)  of  the  expenses  of  the  capitalist,  which 
does  not  consist  in  wages  paid  by  himself  or  reimbursed  to 
previous  capitalists,  but  in  the  profits  of  those  previons 
capitalists?  Suppose,  for  example,  an  invention  in  the 
manufucture  of  leather,  the  advantage  of  which  should 
eoiiaiet  in  rendering  it  unneteBaary  that  the  hides  should 
remain  for  so  great  a  length  of  time  in  the  tan-pit.  Shoe- 
makers, saddlers,  and  other  workers  in  leather,  would  save 
a  part  of  that  portion  of  the  cost  of  their  material  which 
consists  of  the  tanner's  profits  during  the  time  his  capital  is 
locked  up  ;  and  this  saving,  it  may  be  said,  is  a  source  from 
M'hich  they  might  derive  an  increase  of  profit,  though 
wages  and  tlie  Cost  of  Labour  remained  exactly  the  same. 
In  the  case  here  sujiposed,  however,  the  consumer  alone 
would  benefit,  since  the  prices  of  shoes,  harness,  and  all 
other  articles  into  which  leather  enters,  would  fall,  until  the 
profits  of  the  producers  were  rednced  to  the  general  level. 
To  obviate  this  objection,  lot  us  suppose  that  a  similar 
saving  of  espen.ses  takes  place  in  all  departments  of  produc- 
tion at  once.  In  that  case,  since  values  and  prices  would 
not  he  aSW'ted,  profits  would  probably  be  raised  ;  but  if  we 
look  uiore  closely  into  tlie  case  wo  shall  find,  that  it  is 
because  the  cost  of  labour  would  he  lowered.  In  this  as  in 
any  other  case  of  incrvase  in  the  general  productiveness  of 
labour,  if  the  labourer  olitained  only  the  same  real  wages, 
profits  would  be  raised  :  but  the  same  real  wages  would 
imply  a  smaller  Cost  of  Labour ;  the  cost  of  production  of 
all  things  having  been,  by  the  sujiposition,  diminished.  If, 
on  the  other  hand,  the  real  wages  of  labour  rose  proportion- 
ally, and  the  (-\wt  of  Labour  to  the  employer  remained  the 
same,  the  advances  of  the  ca|titiilist  would  bear  the  uiOQ 
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10  to  liis  retumB  as  before,  and  the  rate  of  profit  wonld 
unaltered.  The  reader  who  may  wish  for  a  more  minute 
mination  of  this  point,  will  find  it  in  the  volume  of 
arate  Essays  to  which  reference  has  before  been  made.* 
e  question  is  too  intricate  in  comparison  with  its  impor- 
ce,  to  be  further  entered  into  in  a  work  like  the  present ; 
I  I  will  merely  say,  that  it  seems  to  result  from  the  con- 
orations  adduced  in  tlie  Essay,  that  there  is  nothing  in  the 
B  in  question  to  affect  the  integrity  of  the  theory  which 
rms  an  exact  correspondence,  in  an  inverse  direction, 
ween  the  rate  of  profit  and  the  Cost  of  Labour. 

•  EBBay  IV.  OQ  Fra^  and  InUntL 
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BOOK   IV. 

FLUENCE    OP   THE    PROGRESS    OF   SOCIETY 
ON  PRODUCTION  AND  DISTRIBUTION. 


CHAPTER  I. 

ENERAL  CHARACTERISTICS  OF  A  PROGRESSIVE  STATE 

OF  WEALTH. 

1.  The  three  preceding  Parts  include  as  detailed  a 
fts  our  limits  permit,  of  what,  by  a  happy  generaliza- 
>f  a  mathematical  phrase,  has  been  called  the  Statics 
5  subject.  We  have  surveyed  the  field  of  economical 
and  have  examined  how  they  stand  related  to  one  an- 
as causes  and  effects ;  what  circumstances  determine 
kinount  of  production,  of  employment  for  labour,  of 
1  and  population  ;  what  laws  regulate  rent,  profits,  and 
•  ;  under  what  conditions  and  in  what  proportions 
odities  are  interchanged  between  individuals  and  be- 
cotmtries.  We  have  thus  obtained  a  collective  view 
)  economical  phenomena  of  society,  considered  as  ex« 
simultaneously.  We  have  ascertained,  to  a  certain 
;,  the  principles  of  their  interdependence ;  and  when 
ate  of  some  of  the  elements  is  known,  we  should  now 
le  to  infer,  in  a  general  way,  the  contemporaneous 
of  most  of  the  others.     All  this,  however,  has  only 
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put  U8  in  possession  of  the  economical  laws  of  a  stationary 
and  uncliungitig  societj.  We  have  still  to  c<  nsidcr  the 
eeonomieal  condition  of  mankind  as  liable  to  cliange,  and 
indeed  {in  the  more  a<lvanced  portiona  of  the  race,  and  in 
all  regions  to  which  their  influence  reaches)  as  at  all  times 
undergoing  progressive  changes.  "Wc  have  to  consider 
what  these  changes  are,  what  arc  tlieir  laws,  and  what  their 
ultimate  tendencies ;  tlierehy  adding  a  theory  of  motion  to 
oui'  theory  of  equilibrium — the  Dynamics  of  political  econo- 
my to  the  Statics. 

In  tills  infjuirv,  it  is  natural  to  commence  by  tracing 
the  operation  of  known  and  acknowledged  agencies. 
"Whatever  may  he  the  other  changes  which  the  economy  of 
society  is  destined  to  undergo,  tliere  is  one  actually  in  prep- 
ress, concerning  which  there  can  be  no  dispute.  In  the 
leading  countries  of  the  world,  and  in  all  others  as  they 
come  within  the  influence  of  those  leading  countries,  there 
is  at  tonsit  one  progressive  mo^-cment  which  continues  with 
little  intcrni]ition  from  year  to  year  and  from  generation  to 
generation  ;  a  progress  in  wealtli ;  an  advancement  in  what 
is  called  niaterhil  prosperity.  All  the  nations  which  we 
are  accustomed  to  call  civilized,  increase  gradually  in  pro- 
duction and  in  population  :  and  there  is  no  reason  to  doubt, 
tliat  not  only  these  nations  will  for  eome  time  continue  so 
to  incrcawi',  Imt  tlint  most  of  the  other  nations  of  the  world, 
including  some  not  yet  founded,  will  successively  enter 
upon  tiie  same  carci.T.  It  will,  therefore,  he  our  first  ohje(;t 
to  exann'ne  the  nature  and  consecjucnceB  of  this  progressive 
change  ;  the  olcnients  which  constitute  it,  and  the  effects  it 
produces  on  the  various  econnmical  facts  of  wliich  we  have 
been  tracing  the  laws,  and  especially  on  wages,  profits 
rents,  values  a'ld  prices. 

^  9.  Of  the  features  which  characterize  t!  progreBOTB 
ecimoinical  movement  of  civiH^ted  nations,  that  iPhich  firrt 
excites  attention,  through  its  intimate  connexi^  i  with  the 
phenomena  of  Production,  is  the  perpetual,  and  _so  i^  m 
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human  foresight  can  extend,  tlie  unlimited,  growth  of  man's 
})Ower  over  nature.  Our  knowledge  of  tlie  properties  and 
laws  of  physical  objects  shows  no  sign  of  approaching  its 
ultimate  boundaries :  it  is  advancing  more  rapidly,  and  in 
a  greater  number  of  directions  at  once,  than  in  any  pre- 
vious age  or  generation,  and  affording  such  frequent 
glimpses  of  unexplored  fields  beyond,  as  to  justify  tlie 
belief  that  our  acquaintance  with  nature  is  still  almost  in 
its  infantry.  Tliis  increasing  physical  knowledge  is  now, 
too,  more  rapidly  than  at  any  former  period,  converted,  by 
practical  ingenuity,  into  physical  power.  The  most  mar- 
vellous of  modern  inventions,  one  which  realizes  the  imagi- 
nary feats  of  the  magician,  not  metapliorically  but  literally 
— the  eletitro-magnetic  telegraph — sprang  into  existence  but 
a  few  years  afler  the  establishment  of  tlie  scientific  theory 
which  it  realizes  and  exemplifies.  Lastly,  the  manual  part 
of  these  great  scientific  operations  is  now  never  wanting  to 
the  intellectual :  there  is  no  difficulty  in  finding  or  forming, 
in  a  sufiicicnt  number  of  the  working  hands  of*  the  commu- 
nity, the  skill  requisite  for  executing  the  most  delicate  pro- 
cesses of  the  application  of  science  to  practical  uses.  From 
this  union  of  conditions,  it  is  impossible  not  to  look  forward 
to  a  vast  multiplication  and  long  suci^cssion  of  contrivancc»s 
for  economizing  labour  and  increasing  its  produce ;  and  t(» 
an  ever  wider  diffusion  of  the  use  and  benefit  of  those  con- 
trivances. 

Another  change,  which  has  always  hitherto  character- 
ized, and  will  assuredly  continue  to  characterize,  the  prog- 
ress of  civilized  society,  is  a  continual  increase  of  the  secu- 
rity of  person  and  projjerty.  The  people  of  every  country 
in  Europe,  the  most  backward  as  well  as  the  most  ad- 
vanced, are,  in  each  generation,  better  protected  against 
the  violence  and  rapacity  of  one  another,  both  hy  a  more 
efficient  judicature  and  police  fur  the  suj)pression  of  private 
crime,  and  by  the  decay  and  destruction  of  those  mischiev- 
ouB  privileges  which  enabled  certain  classes  of  the  com- 
mnnity  to  prey  with  impunity  upon  the  rest.      Tliey  are 
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also,  in  every  goiifration,  better  protei:ted,  either  by  insti- 
tutions or  by  tiiaiiners  and  o[iiiii(in,  against  arbitrary  exer- 
ciae  of  tlie  puwer  of  goviTiimeiit.  Even  in  semi -barbarous 
I^tiBsia,  acts  of  ejiuliatiun  directed  against  individuals,  who 
have  not  made  tlit'inselvcs  politically  ohuoxious,  are  nut 
unpposed  to  be  now  so  frequent  as  mtieli  to  affect  any  per- 
enHi'e  feelings  of  sec-iirity.  Taxation,  in  all  European  coun- 
tries, grows  ie^s  arbitrary  and  oppressive,  both  in  itself  and 
in  tbe  manner  of  levying  it.  Ware,  and  the  destnictiun 
they  canse,  arc  now  usually  confined,  in  almost  every 
country,  to  tliose  distant  and  outlying  possessions  at  which 
it  comes  into  contact  with  savages.  Even  the  vicissitudes 
of  fortune  which  arise  from  inevitable  natural  calamities, 
are  more  an<!  more  softened  to  those  on  whom  they  fall,  by 
the  continu:il  extension  of  the  salutary  practice  of  insnr 
ance. 

Of  this  infreascd  security,  one  of  the  trost  unfailing 
effects  in  a  great  incrense  both  of  production  and  of  accumu- 
lation. Industry  and  fi-ugality  cannot  exist,  where  there  is 
not  a  prejionderant  probnbility  that  those  who  labour  and 
spare  will  be  permitted  to  enjoy.  And  tbe  nearer  this 
probability  approaches  to  a  certainty,  the  more  do  industry 
and  frugalify  become  pervading  qualities  in  a  people.  Ex- 
perience h;is  ^^hown  that  a  large  proportion  of  the  results  of 
labour  iiiid  abstinence  may  be  taken  away  by  fixed  taia- 
tion,  wiilionl.  iniiiairing,  and  sonietimea  even  with  the  effect 
of  stiniuhitini;,  the  <inalities  from  which  a  great  production 
anil  an  abundant  capital  take  their  rise.  But  those 
qualities  are  not  proof  against  a  high  degree  of  uncertainly. 
The  government  may  carry  off  a  part;  but  there  must  be 
assurance  tliat  it  will  nfit  interfere,  nor  suffer  any  one  to 
interfere,  with  the  remainder. 

Oiie  of  the  changes  whiih  most  infallibly  attend  the  pn^ 
resa  of  modern  society,  is  an  improvement  in  t  le  busineffl 
capacities  of  the  general  mass  of  mankind.  I  >  not  mean 
tiiat  the  practical  sagacity  of  an  individual  1  ui  being  is 
greater  tlian  furmcrly.     I  am  inclined  to  be      le  that  eco- 
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nomical  progress  lias  hitherto  had  even  a  contrary  effect.  A 
person  of  good  natural  endowments,  in  a  rude  state  of 
society,  can  do  a  greater  number  of  things  tolerably  well, 
has  a  greater  power  of  adapting  means  to  ends,  is  more 
capable  of  extricating  himself  and  others  from  an  unforeseen 
embarrassment,  than  ninety-nine  in  a  hundred  of  those  who 
have  known  only  what  is  called  the  civilized  fonn  of  life. 
How  far  these  points  of  inferiority  of  faculties  are  compen- 
sated, and  by  what  means  they  might  be  compensated  still 
more  completely,  to  the  civilized  man  as  an  individual  be- 
ing, is  a  question  belonging  to  a  different  inquiry  from  the 
present.  But  to  civilized  human  beings  collectively  consid- 
ered, the  compensation  is  ample.  What  is  lost  in  the  sep- 
arate efficiency  of  each,  is  far  more  than  made  up  by  the 
greater  capacity  of  united  a^rtion.  In  proportion  as  they  put 
off  the  qualities  of  the  savage,  they  become  amenable  to  dis- 
cipline ;  capable  of  adhering  to  plans  concerted  beforehand, 
and  about  which  they  may  not  have  been  consulted ;  of 
subordinating  their  individual  caprice  to  a  preconceived 
determination,  and  performing  severally  the  parts  allotted 
to  them  in  a  combined  undertaking.  Works  of  all  sorts, 
impracticable  to  the  savage  or  the  half-civilized,  are  daily 
accomplished  by  civilized  nations,  not  by  any  greatness  of 
faculties  in  the  actual  agents,  but  through  the  fact  that 
each  is  able  to  rely  with  certainty  on  the  others  for  the  por- 
tion of  the  work  which  they  respectively  undertake.  The 
peculiar  characteristic,  in  short,  of  civilized  beings,  is  the 
capacity  of  co-operaticm  ;  and  this  like  other  faculties,  tends 
to  improve  by  practice,  and  becomes  capable  of  assuming  a 
constantly  wider  sphere  of  action. 

Accordingly  there  is  no  more  certain  incident  of  the 
progressive  change  taking  place  in  sooiety,  than  the  contin- 
ual growth  of  the  principle  and  practi(?e  of  co-operation. 
AflBociations  of  individuals  voluntarily  combining  their  small 
contributions,  now  perform  works,  both  of  an  industrial  and 
of  many  other  characters,  which  no  one  person  or  small 
number  of  persons  are  rich  enough  to  accomplish,  or  for  the 
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jicrforrnajice  of  whidi  the  few  persona  capable  of  accoin- 
plieliiiig  tliem  were  formerly  euabled  to  exact  the  most  in- 
ordinate remuneration.  As  wealth  increases  and  bugineES 
capacity  iinproics,  wc  may  look  forward  to  a  great  exten- 
sion of  BBtablisliments,  both  for  industrial  and  other  pur- 
jjoses,  formed  by  the  collective  con tiibnt ions  of  lai^ 
numbers  ;  establishments  like  those  known  by  the  tcclmical 
name  of  joint-stock  companies,  or  the  asiiociations  less  form- 
ally constituted,  wliieh  are  bo  nuinei'oua  in  England,  to  raiBe 
funds  for  public  or  philanthropic  objects. 

Tlie  progress  which  is  to  be  expected  in  the  physjcil 
sciences  and  arts,  combined  with  the  greater  security  of 
projierty,  and  greater  freedom  in  disposing  of  it,  which  are 
obvious  features  in  the  civilization  of  modem  nations,  ami 
with  the  more  extensive  and  more  skilful  employment  of 
the  joint-stock  principle,  nfl'ord  space  and  scope  for  in 
indefinite  increase  of  capital  and  production,  and  for  tiie 
increase  of  population  which  is  its  ordinary  accompaniment. 
Tliat  the  growth  of  popnlatlon  will  overpsisa  the  increase  of 
produetiriu,  there  is  not  much  rca«on  to  apprehend;  uii 
that  it  should  even  keep  pitc  with  it,  is  inconsistent  ftitli 
the  suppoBition  of  anj  rL  d  impro\  oment  in  the  poorett 
classes  of  the  people.  It  is,  liowe^er,  quite  possible  that 
there  might  be  a  great  pro^rens  m  industrial  improvemenli 
and  in  the  signs  of  whit  is  eomnionlj  called  national  pros- 
perity ;  a  great  increiite  of  aggregatt  wealth,  and  even,  in 
some  respects,  a  bettor  distnbuti  »n  of  it ;  that  not  only  the 
rich  might  grow  richci,  but  manj  of  the  poor  might  gni" 
rich,  that  llie  intcrincdiate  classes  miglit  become  more 
niiincroiia  and  iiowcrt'iil,  and  (he  means  of  enjoyable  exis- 
tciRX'  be  more  and  more  largely  difTiised,  while  yet  thegre*' 
class  at  the  base  of  the  whole  might  increase  in  number* 
iiiily,  and  not  in  comfort  nor  in  cidtivation.  "We  tnuBl. 
therefore,  in  considering  the  effects  of  the  progress  of  indiis- 
trj-,  a'lmit  as  a  Enjiposition,  however  greatly  we  deprecate 
as  a  fact,  an  increase  of  population  as  long-continued,  n 
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sfinite,  and  possibly  even  as  rapid,  as  the  increase  of  pro- 
tion  and  accumulation. 

With  these  preliminary  observations  on  the  causes  of 
Qge  at  work  in  a  society  which  is  in  a  state  of  econom- 
progress,  I  proceed  to  a  more  detailed  examination 
he  changes  themselves. 


INFLUENCE   OF   THE   PROGRESS   OF  IN'DUSTRT   ANB  POPn- 
LATILIN,  ON   VALUES   AND   PRICES. 

g  1.  The  L'liaiigcB  whii'li  t!io  progress  of  iDdnstrj 
causes  or  pi'esupposes  in  the  circiini stances  of  production, 
arc  necessarily  attended  witli  cliiinges  in  tlie  values  of  com- 
modities. 

Tlie  permanent  values  of  all  things  which  are  neither 
under  a  natural  nor  under  an  artificial  monopoly,  depend, 
HS  wo  hnvo  seen,  on  tlicii*  cost  of  production.  But  ibe 
increasing  power  which  raaukind  are  constantly  acquiring 
over  nature,  increases  more  and  more  the  efficiency  of 
human  exertion,  or  in  other  words,  diniinislies  cost  of  pro- 
duction. All  inventions  hy  which  a  greater  quantity  of  anv 
commodity  c-an  be  produced  with  the  same  labour,  or  the 
same  quantity  with  less  Inhour,  or  which  abridge  the  pro- 
eoss,  so  that  the  capital  employed  needs  not  be  advanced 
for  Til]  loiiy  a  time,  lessen  the  cost  of  pi-oduction  of  the  com- 
modity. As,  Imwcver,  value  is  relative  ;  if  inventions  and 
imjirovcment^  in  production  were  made  in  all  commodities. 
and  all  in  the  same  decree,  there  would  be  no  alteration  in 
values.  Thinifii  would  niTitiiiiie  to  excliaiigo  for  each  other 
at  the  same  rates  as  before;  and  mankind  would  obtains 
greater  quunlity  of  all  tliiri;;s  in  return  tor  their  labour 
aiul  abslineuce,  without  having  that  greater  abumlance 
measured  ami  declared  (as  it  is  when  it  affects  only  one 
tiling)  by  the  diiniuisliod  exchange  value  of  the  coumiodity. 

A<  for  prices,  in  tlicse  ciiviun stances  tliey  would  beat 


warding  as  the  improvements  in  production 
did  or  did  not  extend  to  the  precious  metals.  If  the  mate- 
rials of  money  were  an  exception  to  the  general  diminution 
of  cost  of  production,  the  values  of  all  other  things  would 
fell  in  relation  to  money,  that  is,  there  would  be  a  fall  of 
geueral  prices  throughout  the  world.  But. if  money,  like 
other  tilings,  and  in  the  same  degree  as  other  things,  were 
obtained  in  greater  abundance  and  cheapness,  prices  would 
be  no  more  affected  than  values  would  ;  and  there  would 
be  no  visible  sign,  in  the  state  of  the  markets,  of  any  of  the 
changes  which  had  taken  place ;  except  that  there  would 
be  (if  people  continued  to  labour  as  much  as  before)  a 
greater  quantity  of  all  sorts  of  commodities,  circulated  at 
the  same  prices  by  a  greater  quantity  of  money. 

Improvements  in  production  are  not  the  only  circum- 
stance  accompanying  the  progress  of  industry,  which 
tends  to  diminish  the  cost  of  producing,  or  iit  least  of 
obtaining,  commodities.  Another  circumtitance  is  the 
increase  of  intercourse  between  different  parts  of  the  world. 
As  commerce  extends,  and  the  ignorant  attemj)t8  to  restrain 
it  by  tariffs  become  obsolete,  commodities  tend  more  and 
more  to  be  produced  in  the  places  in  which  tlieir  i)ro(luction 
can  be  carried  on  at  the  least  expense  of  lal)(>ur  and  ('upital 
to  mankind.  As  civilization  spreads,  and  security  of  person 
and  property  becomes  established,  in  parts  of  the  world 
which  have  not  hitherto  had  that  advantage,  the  productive 
capabilities  of  those  places  are  called  into  fuller  ai^tivity,  for 
the  benefit  both  of  their  own  inhabitants  and  of  foreigners. 
The  ignorance  and  misgovernment  in  which  many  of  the 
regions  most  favoured  l>y  nature  are  still  grovelling,  afft)nl 
work,  probably,  for  many  generations  before  those  counlries 
will  be  raised  even  to  the  i)resent  level  of  the  most  civil- 
ized parts  of  Europe.  Much  will  also  d<»pencl  on  the 
increasing  migration  of  labour  an<l  capital  to  unoccupied 
parts  of  the  earth,  of  which  the  soil,  climate,  and  situation 
are  found,  by  the  am])Ie  means  of  exploration  now  possess- 
ed, to  promise  not  only  a  large  return  to  industry,  but  great 
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facilities  of  producing  coramoclities  suited  to  tlie  marlcetsof 
old  cmiiitries.  Miieli  as  the  collective  industry  of  the  ewlh 
is  likely  to  be  increased  in  efficiency  by  tlie  extension  of 
si-ieiicG  and  of  tbe  industrial  arle,  a  stilt  more  active  source 
of  increased  elieaimess  of  production  will  be  found,  prob- 
ably, for  some  tiuic  to  come,  iu  the  gradually  uufoldiiij 
consequcDfes  of  Free  Trade,  and  in  tlie  inereasiug  scale  on 
wliith  Emigi-ation  and  Colonization  will  be  carried  on. 

From  the  causes  now  enumerated,  unless  counteracted 
by  others,  the  proj^ress  of  things  enables  a  country  to  obtain 
at  lees  and  less  of  real  cost,  not  only  its  own  productions 
but  those  of  foreign  countries.  Indeed,  whatever  dlmiDisha 
the  cost  of  its  own  productions,  when  of  an  exportable  char- 
acter, enables  it,  as  we  have  already  seen,  to  obtain  ite 
imports  at  less  ruiil  coat. 

§  2.  But  is  it  the  fa-'t,  that  these  tendencies  are  not 
counteracted  i  Una  the  pi-ogrcss  of  wealth  and  industry  no 
eifwt  in  re^jai'd  to  cost  of  pi-oduction,  but  to  diminish  iti 
Are  no  causes  of  an  opposite  character  brought  into  opera- 
tion by  thti  siimu  progri'ss,  Butficlent  in  some  cases  not  only 
to  neutralize  but  to  ovi^rcoioo  the  former,  and  convert  the 
descending  nioveincnt  of  cost  of  production  into  an  ascead- 
itig  movement  'i  We  are  already  aware  that  there  are  siicli 
cauises,  and  that,  in  the  case  of  the  most  important  classeB  of 
comnmditios,  Ibod  and  materials,  there  is  a  tendency  dia- 
metrically ullpo^;ite  to  that  of  wlueh  we  have  been  8))eaking. 
nie  cost  of  proiluction  of  these  commodities  tends  to  in- 
crease. 

Tills  is  not  a  property  inherent  in  the  commoditiea 
themselves.  If  population  were  stationary,  and  the  prod- 
ui-c  of  the  earth  never  needed  to  be  augmented  in  quan- 
tity, tiierc  would  he  no  ciiuso  for  greater  cost  of  production. 
iranltind  would,  on  the  contrary,  have  the  full  benefit  of  all 
improvements  in  awricultuns,  or  in  the  ajls  subsidiary  to  it, 
and  ihcre  would  be  no  differcuec,  in  this  respect,  between 
the    proiluct.H    of  ajrricultiire    and    those    of    nianufaeture«. 
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The  only  products  of  industry  whicli,  if  population  did  not 
iuerease,  would  be  liable  to  a  real  increase  of  cost  of  pro- 
duction, are  those  wliieli,  depending  on  a  material  which  is 
Di>t  renewed,  are  either  wholly  or  partially  exhaustible ; 
Bach  as  coal,  and  most  if  not  all  metals  ;  for  even  iron,  the 
luoBt  abundant  as  well  as  most  useful  of  metallic  products, 
which  forms  an  ingredient  of  most  minerals  and  of  almost 
all  rocks,  is  susceptible  of  exhaustion  so  far  as  regards  its 
richest  and  most  tractable  ores. 

When,  however,  po])ulation  increases,  as  it  has  never  yet 
failed  to  do  when  the  increase  of  industry  and  of  the  means 
)f  subsistence  made  room  for  it,  the  demand  for  most  of  the 
[iroductions  of  the  earth,  and  particularly  for  food,  increases 
in  a  corresponding  proportion.  And  then  comes  into  effect 
:hat  fundamental  law  of  production  from  the  soil,  on  which 
i¥e  have  so  frequently  had  occasion  to  expatiate ;  the  law, 
Jiat  increased  labour,  in  any  given  state  of  agricultural 
(kill,  is  attended  with  a  less  than  proportional  increase  of 
produce.  Tlie  cost  of  production  of  the  fruits  of  the  earth 
ucreases,  cceteris  paribus^  with  every  increase  of  the  de- 
nand. 

No  tendency  of  a  like  kind  exists  with  respect  to  manu- 
*actured  articles.  The  tendency  is  in  the  contrary  direction. 
Die  larger  the  scale  on  which  manufacturing  operations  are 
carried  on,  the  more  cheaply  they  can  in  general  be  per- 
brmed.  Mr.  Senior  has  gone  the  length  of  enunciating  as  an 
nherent  law  of  manufacturing  industry,  that  in  it  increased 
>roduction  takes  place  at  a  smaller  cost,  while  in  agricul- 
iural  industry  increased  production  takes  i)lace  at  a  greater 
jost.  I  cannot  think,  however,  th:it  even  in  manufactures, 
ncreased  cheapness  follows  increased  ])r()duction  by  any- 
hing  amounting  to  a  law.  It  is  a  probable  and  usual,  but 
lot  a  necessary,  conse<iuen(;e. 

As  manufactures,  however,  depend  for  their  materials 
nther  upon  agriculture,  or  mining,  or  the  spontaneous  prod- 
ice  of  the  earth,  manufacturing  industry  is  subject,  in 
respect  of  one  of  its  essentials,  to  the  same  law  as  agricul- 
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tiire.  But  the  crude  material  generally  forms  so  small  a 
])oi'tioti  of  the  total  cost,  that  any  tendency  which  may  east 
to  a  in'ogreesive  increase  in  that  single  item,  is  much  over- 
halanred  by  the  diminution  continually  taking  place  in  bU 
the  other  elenientB ;  to  which  diminution  it  is  impossible  at 
present  to  assign  any  limit. 

The  tendency,  then,  heing  to  a  perpetual  increase  of  the 
productive  iniiver  of  labour  in  manufactures,  while  in  igti- 
culture  and  mining  tbcre  is  a  conflict  between  two  tenden- 
cies, the  one  tow  ards  an  increase  of  productive  power,  tlie 
other  towards  a  diminution  of  it,  the  cost  of  production 
being  lessened  by  every  improvemeut  in  the  processes,  aiwi 
augmented  by  every  addition  to  population  ;  it  follows  tlist 
the  exchiinge  values  of  manufactured  articles,  compared 
with  the  products  of  agriculture  and  of  mines,  have,  is 
poimlation  and  industry  advance,  a  certain  and  decided 
tendency  to  fall.  Money  being  a  product  of  mines,  it  m»y 
al:i0  be  laid  down  as  a  rule,  that  manufactured  articles 
tend,  US  society  advances,  to  fall  in  money  piice,  Tlie 
iudiistcial  history  of  modern  nations,  especially  during  llie 
last  hundred  yeai-s,  fully  bears  out  this  assertion. 

§  3.  AVhether  agricultural  produccincreases  in  absolute 
as  well  as  comparative  cust  of  production,  depends  on  the 
eonfJict  of  the  two  antagonist  ageneies,  increase  of  popula- 
tion, and  iuii' Movement  in  agricultural  skill.  In  some,  per- 
hiips  in  mont,  states  of  society,  (looking  at  the  whole  surfiice 
nf  the  earth,)  both  agricultural  skill  and  population  are  either 
stationary,  or  increase  \'ery  slowly,  and  the  cost  of  produc- 
tion of  food,  therefore,  is  nearly  stationary.  In  a  society 
wliieli  is  advancing  in  wealth,  population  generally  in- 
creases faster  than  agrJcullnral  skill,  and  food  consequently 
tends  to  beeonie  more  costly  ;  but  there  are  times  when  a 
strong  impulse  sets  in  towards  agiicultural  improvement. 
8iich  an  impulr^e  has  fliown  itself  in  Great  Britain  during 
tlie  last  tiftceu  "V  twenty  yeai-s.  In  England  and  Scotland 
ajiricnltiiral  skill  has  of  late  increased  considerably  faster 
than  pii[iul!itiiin.  insoiiiucli  thai  food  and  other  agricultural 
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prodiu^e,  notwithstanding  the  increase  of  people,  can  be 
grown  at  less  cost  than  they  were  thirty  years  ago :  and  the 
iboh'tion  of  the  Corn  Laws  has  given  an  additional  stimulus 
to  the  spirit  of  improvement.  In  some  other  countries,  and 
particularly  in  France,  the  improvement  of  agriculture 
2:ain8  ground  still  more  decidedly  upon  population,  because 
hough  agriculture,  except  in  a  few  provinces,  advances 
Jowly,  population  advances  still  more  slowly,  and  even 
irith  increasing  slowness ;  its  growth  being  kept  down,  not 
>y  poverty,  which  is  diminishing,  but  by  prudence. 

Which  of  the  two  conflicting  agencies  is  gaining  upon 
;he  other  at  any  particular  time,  might  be  conjectured  with 
x>lerable  accuracy  from  the  money  price  of  agricultural 
produce  (supposing  bullion  not  to  vary  materially  in  value), 
provided  a  sufficient  number  of  years  could  be  taken,  to 
form  an  average  independent  of  the  fluctuations  of  seasons. 
This,  however,  is  hardly  practicable,  since  Mr.  Tooke  has 
shown  that  even  so  long  a  period  as  half  a  century  may  in- 
:>lude  a  much  greater  proportion  of  abundant  and  a  smaller 
yf  deficient  seasons,  than  is  properly  due  to  it.  A  mere 
average,  therefore,  might  lead  to  conclusions  only  the  more 
misleading,  for  their  deceptive  semblance  of  accuracy.  There 
would  be  less  danger  of  error  in  taking  the  average  of  only 
ft  small  number  of  years,  and  correcting  it  by  a  conjectural 
allowance  for  the  character  of  the  seasons,  than  in  trusting 
to  a  longer  average  without  any  such  correction.  It  is 
bardly  necessary  to  add,  that  in  founding  conclusions  on 
quoted  prices,  allowance  must  also  be  made  as  far  as  possi- 
ble for  any  changes  in  the  general  exchange  value  of  tlie 
precious  metals.* 

§  4.  Thus  far,  of  the  efibct  of  the  progress  of  society  on 
the  permanent  or  average  values  and  prices  of  conuno<litie8. 
It  remains  to  be  considered,  in  what  manner  the  same  prog- 


•  A  Rtill  better  criterion,  jxirhaps,  than  that  fliipK«'s«tod  in  the  text,  would  be 
the  IncreMe  or  diminution  of  the  amount  of  the  labourer*!)  wages  estimated  in 
■griealtoml  produce. 
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ress  affeets  tlieir  fluctuations.  Concerning  the  answer  Id 
tliis  question  tliere  can  be  no  doubt.  It  teiida  in  a  very 
liigli  degree  to  diniitiish  tliem. 

In  poor  and  bacltnard  societies,  as  in  the  East,  and  in 
Europe  during  tlie  miildlu  ages,  extraordinary  differences  in 
the  price  of  tlie  same  coinniudity  might  exist  in  places  not 
very  distant  from  each  other,  because  tlie  want  of  roads  aiid 
canals,  the  inipei'fectiou  of  marine  navigation,  and  the  inse- 
curity of  comuiuuications  generally,  prevented  things  fruoi 
being  transijorted  from  the  places  where  they  were  cheap 
to  those  where  they  were  dear.  Tlie  things  moat  liable  to  fluc- 
tuations iu  value,  those  directly  influenced  by  the  seasons, 
and  especially  foc)d,  were  seldom  carried  to  any  great  die- 
tancea.  Each  locality  dei)ende<l,  as  a  general  rule,  on  its  o\ni 
produce  and  that  of  its  immediate  neigh bourhooil.  In  most 
years,  accordingly,  there  was,  in  some  part  or  other  of  any 
large  country,  a  real  dearth.  Almost  every  season  must  be 
unpropitione  to  some  among  the  many  soils  and  climates  to 
be  found  in  an  extensive  tract  of  country  ;  but  as  the  same 
season  is  also  in  genei'al  more  tlian  ordinarily  favourable  to 
others,  it  is  only  occasionally  that  the  aggregate  pioduce  of 
the  whole  country  is  deficient,  and  even  thou  in  a  liss 
degree  than  that  of  many  separate  portions  ;  while  a  defi- 
ciency at  all  considerahle,  extending  to  Ihe  whole  world,  is  a 
thing  almost  unknown.  In  modem  times,  therefore,  there 
is  only  dearlh,  where  there  formerly  would  have  been 
famine,  and  teiirtii'icney  everywhere  when  anciently  there 
wonhl  have  been  scarcity  in  some  places  and  superfluity  in 
others. 

The  same  change  hiis  taken  jtlace  with  respect  to  all 
other  articli's  of  commen-c.  The  safety  and  cheapness  of 
communicatinns,  which  onalile  a  deficiency  in  one  place  to 
he  sui»]>lied  from  the  siir[>lus  of  another,  at  a  moderate  or 
even  a  STuall  advance  on  tlie  ordinary  price,  render  the  flue- 
luatiiiiis  of  prir-cfi  uLUfh  less  extreme  than  formerly.  Tliis 
eifect  is  miK.-li  promoted  hy  ibe  existence  of  lai^  cajiitals, 
belonging  to  wliat  are  called  speculative  merehants,  whoea 


.  M/  ouy  goods  in  order  to  resell  them  at  a  profit. 
Tliese  dea  ers  naturally  bnviuff  things  wIk^  tliev  are 
cbeapost,  and  storing  tliera  up  to  be  brought  again  into  the 
market  when  the  price  has  become  unusually  high  ;  the  ten- 
dency of  their  operations  is  to  equalize  i>rice,  or  at  least  to 
moderate  its  inequalities.  The  prices  of  things  are  neither 
so  much  depressed  at  one  time,  nor  so  nnich  raisoil  at 
another,  as  they  would  be  if  speculative  dealers  did  not 
exist. 

Speculators,  therefore,  have  a  highly  useful  office  in  the 
economy  of  society  ;  and  (contrary  to  common  opinion)  the 
most  useful  portion  of  the  class  are  those  who  speculate  in 
commodities  affected  by  the  vicissitudes  of  seasons.  If  there 
were  no  com  dealers,  not  only  would  the  price  of  corn  be 
liable  to  variations  much  more  extreme  than  at  present,  but 
in  a  deficient  season  the  necessary  supplies  might  not  be 
forthcoming  at  all.  Unless  there  were  8j>eculator3  in  corn, 
or  unless,  in  default  of  dealers,  the  farmci-s  became  specula- 
tors, the  price  in  a  season  of  abundance  would  fall  without 
any  limit  or  check,  except  the  wasteful  consumption  that 
would  invariably  follow.  Tliat  any  part  of  the  suq)lus  of 
one  year  remains  to  sup])ly  the  deficiency  of  another,  is 
owing  either  to  farmers  who  withhold  corn  from  the  market, 
or  to  dealers  who  buy  it  when  at  the  cheapest  and  lay  it  up 
in  store. 

§  5.  Among  persons  who  have  not  much  considered 
the  subject,  there  is  a  notion  that  the  gains  of  speculators 
are  often  made  by  causing  an  artificial  scarcity  ;  that  th<T 
create  a  high  price  by  their  own  pun-bases,  and  then  profit 
by  it.  This  may  easily  be  shown  to  be  fallacious.  If  o 
corn-dealer  makes  purchases  on  si)ccnhition,  and  ])r<xluces  n 
rise,  when  there  is  neither  at  the  time  nor  afterwards  anv 
cause  for  a  rise  of  price  except  his  own  proceedings  ;  he  no 
doobt  appears  to  grow  richer  as  long  as  his  purchases  con- 
tinne,  because  he  is  a  holder  of  an  article  which  is  quoted  at 
a  higher  and  higher  price :  but  this  apparent  gain   only 
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seems  wJtliin  liis  reacli  ho  long  aa  he  does  not  attempt  to 
realize  it.  If  lie  lias  bought,  for  inBtance,  a  million  of 
quarters,  and  by  ivitiiliolding  them  from  the  market,  liu 
raised  the  prtee  ten  RhiIIin<^  a  quin'ter  ;  just  so  much  as  the 
price  has  been  riiisedby  wilhdrawitig  a  million  quarters,  will 
it  be  lowered  by  bringing  them  back,  and  the  best  that  he  an 
liope  is  that  he  will  lose  nothing  except  interest  and  liisex- 
l>eiiHcs.  If  by  a  gradual  and  cautions  sale  he  is  able  to 
realize,  on  some  portion  of  ids  stores,  a  i)art  of  the  increased 
price,  so  also  he  will  undoubtedly  have  had  to  pay  a  jtart 
of  that  price  on  some  portion  of  his  purchases.  He  mna 
considerable  risk  of  incurring  a  still  greater  loss;  for  tie 
temporary  high  price  is  very  likely  to  have  tempted  otbets, 
who  liad  no  share  in  causing  it,  and  who  might  otherwise 
not  have  found  their  way  to  this  market  at  all,  to  bring 
their  com  there,  and  intercept  a  part  of  the  advantage.  So 
that  instead  of  profiting  by  a  soareity  caused  by  himself,  be 
is  by  no  moans  uidikely,  after  buying  in  an  average  market, 
to  be  forced  to  sell  in  a  suiierabundant  one. 

As  an  individual  speculator  cannot  gain  by  a  rise  of 
price  solely  of  his  own  creating,  so  neither  can  a  number  of 
speculators  gain  collectively  by  a  rise,  which  their  opera- 
tions have  artificially  produced.  Some  among  a  number  of 
speculators  may  gain,  by  superior  judgment  or  good  fortune 
in  selei'ting  the  time  for  realizing,  but  they  make  this  gain 
at  the  expense,  not  of  the  consmner,  but  of  the  other  specii- 
hilors  who  arc  less  judicious.  Tliey,  in  fact,  convert  to  tbeir 
own  benefit  the  higli  price  produced  by  the  speculations  of 
the  others,  leaving  to  these  the  loss  resulting  from  the  recoil. 
It  is  not  to  be  denied,  therefore,  that  speculators  may  enrich 
themselves  by  other  people's  loss.  But  it  is  by  the  lossa 
of  other  speculators.  As  much  must  have  been  lost  by  one 
set  of  dealei-s  as  is  gained  by  another  set. 

AVlien  a  specnlntion  in  a  commodity  proves  profitable  to 
the  sj'eculators  as  a  body,  it  is  because  in  the  interval  be- 
tween their  buying  and  reselling,  the  price  rises  from  some 
cause  independent  of  them,  their  only  connection  with  it 
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oneisting  in  having  foreseen  it.  In  this  case,  their  pnr- 
hases  make  the  price  begin  to  rise  sooner  than  it  otherwise 
ronld  do,  thns  spreading  the  privation  of  the  consumers 
ver  a  longer  period,  but  mitigating  it  at  the  time  of  its 
reatest  height :  evidently  to  the  general  advantage.  In 
lis,  however,  it  is  assumed  that  they  have  not  overrated 
16  rise  which  they  looked  forward  to.  For  it  often  hap- 
ens  that  speculative  purchases  are  made  in  the  expectation 
r  some  increase  of  demand,  or  deficiency  of  supply,  which 
fter  all  does  not  occur,  or  not  to  the  extent  which  the 
)eculator  expected.  In  that  case  the  speculation,  instead 
r  moderating  fluctuations,  has  caused  a  fluctuation  of  price 
hich  otherwise  would  not  have  happened,  or  aggravated 
ne  which  would.  But  in  that  case  the  speculation  is  a 
►sing  one,  to  the  speculators  collectively,  however  much 
)me  individuals  may  gain  by  it  All  that  part  of  the  rise 
r  price  by  which  it  exceeds  what  there  are  independent 
rounds  for,  cannot  give  to  the  speculators  as  a  body  any 
enefit,  since  the  price  is  as  much  depressed  by  their  sales 
I  it  was  raised  by  their  purchases ;  and  while  they  gain 
othing  by  it,  they  lose,  not  only  their  trouble  and  expen- 
ds, but  almost  always  much  more,  through  the  effects 
icident  to  the  artificial  rise  of  price,  in  checking  consump- 
on,  and  bringing  forward  snp[)lied  from  unforeseen  quarters. 
"he  operations,  therefore,  of  speculative  dealers,  are  useful 
)  the  public  whenever  profitable  to  themselves ;  and 
longh  they  are  sometimes  injurious  to  the  public,  by 
lightening  the  fluctuations  which  their  more  usual  oflSce  is 
)  alleviate,  yet  whenever  this  happens  the  speculators  are 
le  greatest  losers.  The  interest,  in  short,  of  the  specula 
^rs  as  a  body,  coincides  with  the  interest  of  the  public  ;  and 
)  they  can  only  fail  to  6er\'e  the  public  interest  in  propor- 
OD  as  they  miss  their  own,  the  best  way  to  promote  the 
ne  18  to  leave  them  to  pui-sue  the  other  in  perfect  freedom. 
I  do  not  deny  that  speculators  may  aggravate  a  local 
MTcity.  In  colle(?ting  com  from  the  villages  to  supply 
le  towns,  they  make  the  dearth  penetrate  into  nooks  and 
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comers  which  miglit  otherwise  have  escaped  from  bearing 
their  share  of  it.  To  buy  and  resell  in  the  same  place, 
tends  to  alleviate  scarcity :  to  buy  in  one  place  and  resell 
in  another,  may  increase  it  in  the  former  of  the  two  places, 
but  relieves  it  in  the  latter,  where  the  price  is  higher,  and 
which  therefore,  by  the  very  supposition,  is  likely  to  be 
suffering  more.  And  these  sufferings  always  fall  hardest 
on  the  poorest  consumers,  since  the  rich,  by  outbidding, 
can  obtain  their  accustomed  supply  undiminished  if  they 
choose.  To  no  persons,  therefore,  are  the  operations  of 
corn-dealers  on  the  whole  so  beneficial  as  to  the  poor. 
Accidentally  and  exceptionally,  the  poor  may  suffer  from 
them :  it  miglit  sometimes  be  more  advantageous  to  the 
rural  poor  to  have  corn  cheap  in  winter,  when  they  are 
entirely  dependent  on  it,  even  if  the  consequence  were  a 
dearth  in  spring,  when  they  can  perhai)8  obtain  partial 
substitutes.  But  there  are  no  substitutes,  procurable  at 
that  season,  which  serve  in  any  great  degree  to  replace 
bread-corn  as  the  chief  article  of  food  :  if  there  were,  its 
price  would  fall  in  the  spring,  instead  of  continuing,  as  it 
always  does,  to  rise  till  the  approach  of  harvest. 

Tliere  is  an  opposition  of  immediate  interest,  at  the 
moment  of  sale,  between  the  dealer  in  com  and  the  con- 
sumer, as  there  always  is  between  the  seller  and  the  buyer: 
and  a  time  of  dearth  being  that  in  which  the  speculator 
makes  his  largest  profits,  he  is  an  object  of  dislike  and  jeal- 
ousy at  that  time,  to  those  who  are  suffering  while  he  i« 
gaining.  It  is  an  error,  however,  to  suppose  that  the  corn- 
dealer's  business  affords  him  any  extraordinary  profit:  he 
makes  his  gains  not  constantly,  but  at  particular  times,  and 
they  must  therefore  occasionally  be  great,  but  the  chance* 
of  profit  in  a  business  in  which  there  is  so  much  con** 
petition,  cannot  on  the  whole  be  greater  than  in  othe* 
employments.  A  year  of  scarcity,  in  which  great  gains  are 
made  by  corn-dealers,  rarely  comes  to  an  end  without  a 
re<*oil  whifh  places  many  of  them  in  the  list  of  bankmpt** 
There  have  been   few   more  promising  seasons  for  corn- 
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dere  than  the  year  1847,  and  seldom  was  there  a  greater 
3ak-ap  among  the  speculators  than  in  the  autumn  of  that 
ar.  The  chances  of  failure,  in  this  most  precarious  trade, 
;  a  set-off  against  great  occasional  profits.  If  the  corn- 
ier were  to  sell  his  stores,  during  a  dearth,  at  a  lower 
ice  than  that  which  the  competition  of  the  consumers 
iigns  to  him,  he  would  make  a  sacrifice,  to  charity  or 
ilanthropy,  of  the  fair  pmfits  of  his  employment,  which 
ly  be  quite  as  reasonably  required  from  any  other  person 
equal  means.  His  business  being  a  useful  one,  it  is  the 
«re8t  of  the  public  that  the  ordinary  motives  should  exist 
'  carrying  it  on,  and  that  neither  law  nor  opinion  should 
Bvent  an  operation  beneficial  to  the  public  from  being 
ended  with  as  much  private  advantage  as  is  compatible 
th  full  and  free  competition. 

It  appears,  then,  that  the  fluctuations  of  values  and 
ices  arising  from  variations  of  supply,  or  from  alterations 
real  (as  distinguished  from  speculative)  demand,  may  be 
pected  to  become  more  moderate  as  society  advances, 
ith  regard  to  those  which  arise  from  miscalculation,  and 
?ecially  from  the  alternations  of  undue  expansion  and 
eessive  contraction  of  credit,  which  occupy  so  conspicuous 
place  among  commercial  phenomena,  the  same  thing  can- 
t  be  affirmed  with  equal  confidence.  Such  vicissitudes, 
ginning  with  irrational  speculation  and  ending  with  a  com- 
ircial  crisis,  have  not  hitherto  become  either  less  frequent 

less  violent  with  the  growth  of  capital  and  extension  of 
lustry.  Rather  they  may  be  said  to  have  become  more 
:  in  consequence,  as  is  often  said,  of  increased  coni- 
tition ;  but,  as  I  prefer  to  say,  of  a  low  rate  of  profits 
d  interest,  which  makes  capitalists  dissatisfied  with  the 
ilinary  coarse  of  safe  mercantile   gains.     The  connexion 

this  low  rate  of  profit  with  the  advance  of  population 
d  accumulation,  is  one  of  the  points  to  be  illustrated  in 
6  ensuing  chapters. 
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CHAPTER  UI. 

INFLFEKCE  OF  TOE   I'ROGRKSiS  OF  IMM'STRY  AND  POPULAtlOK, 
ON    RENTS,   PBOKlTri,  AND  WAGES. 

§  1.  CoKTixriN(t  the  inquiry  into  the  nature  of  the 
economical  changiw  taking  phice  in  a  society  which  is  in* 
state  of  iiiJnstriai  ]ir<igresB,  we  shall  next  consider  what  ii 
the  effpct  of  that  jirogrcsw  on  the  distribution  of  the  produce 
among  the  various  classes  who  share  in  it.  We  may  confine 
our  attention  to  the  system  of  distribntion  which  is  the  most 
conijilex,  and  which  virtually  includes  all  others — tliat  in 
which  the  produce  of  inimutactni-ea  is  shared  between  two 
classes,  laliourcrs  and  capitalists,  and  the  produce  of  agri- 
cnltnrc  among  three,  laboni-ers,  capitalists,  and  landlords. 

The  clLaractcristie  fcatnres  of  what  is  commonly  meant 
by  induiitriNl  jirogress,  resolve  themselves  mainly  into  three, 
increase  of  ciipitiil,  increase  of  popnlation,  and  improvementa 
in  production ;  unilcistanding  the  last  expression  in  its 
widust  sense,  to  include  the  j'l'ot'ess  of  procuring  com- 
modities from  a  distance,  as  well  as  that  of  producing 
tliem.  The  other  changes  which  take  place  are  chiefly 
consequences  of  tliese;  as,  for  example,  the  tendency  to  a 
progressive  inci"ense  of  the  cost  of  production  of  food; 
arising  from  an  increased  demand,  which  may  be  occasioned 
cither  by  increased  [lopntution,  or  hy  an  increase  of  capital 
and  wages,  cnahling  iho  poorer  classes  to  increase  their 
coiisumpticni.  It  will  be  convenient  to  set  out  by  con- 
flidering  uacli  of  the  three  causes,  as  operating  separatelj; 


rliieh      i  can  Buppose  them  combined  in  any  manner 
we  tliink  fit. 

Let  us  first  8U])pose  that   population  iiicrej^ses,  cajntal 

and  the  arts  of  production  remaining  stationary.     One  of 

the  etfects  of  this  change  of  circumstances  is   sufliciently 

obvious :  wages  will  fall ;  the  labouring  class  will  be  reduced 

to  an  inferior  condition.     The  state  of  the   capitalist,  on 

the  contrary,  will  be  improved.  With  the  same  capital,  he 

can  purchase  more  labour,  and  obtain  more  produce.     His 

rate  of  profit  is  increased.     The  dependence  of  the  rate  of 

profits   on   tlie  cost  of   labour   is   here   verified ;    for   the 

labourer  obtaining  a  diminished  quantity  of  commodities, 

and  no  alteration  being  supposed  in  the  circumstances  of 

their    production,   the    diminished   (piantity  represents   a 

diminislied  cost.    Tlie  labourer  obtains  not  only  a  smaller 

real  reward,  but  the  product  of  a  smaller  quantity  of  labour. 

The  firet  circumstance  is  the  important  one  to  himself,  the 

last  to  his  employer. 

Nothing  has  occurred,  thus  far,  to  affect  in  any  way  the 
value  of  any  commodity  ;  and  no  reason,  therefore,  has  yet 
shown  itself,  whv  rent  should  be  either  raised  or  lowered. 
But  if  we  look  forward  another  stage  in  the  scries  of  effects, 
we  may  see  our  way  to  such  a  consequence.  The  labourers 
have  increased  in  numbers :  their  condition  is  reduced  in 
the  same  proportion ;  the  increased  numbers  divide  among 
them  only  the  produce  of  the  same  amount  of  labour  as 
before.  But  they  may  economize  in  their  other  comforts, 
and  not  in  their  food :  each  may  consume  as  nnich  food, 
and  of  as  costly  a  quality,  as  previously  ;  or  they  may 
Bubmit  to  a  reduction,  but  not  in  proportion  to  the  in- 
crease of  numbers.  On  this  supposition,  notwithstanding 
the  diminution  of  real  wages,  the  increased  impulation  will 
require  an  increased  quantity  of  food.  But  since  industrial 
skill  and  knowle<lgc  are  sujqjosed  to  be  stationary,  more 
food  can  only  be  obtained  by  resorting  to  worse  land,  or  to 
methods  of  cultivation  which  are  less  productive  in  propor- 
tion to  the  outlay.    Capital  for  this  extension  of  agriculture 
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will  not  be  wanting ;  for  though,  by  hypot  no  addition 

takes  place  to  the  capital  in  existence,  a  snftii  ent  aniotml 
can  be  sjjured  ii-oiii  the  industry  which  previously  supplied 
tlic  other  and  less  pressing  wants  whieh  tlie  labourers  have 
been  obliged  to  curtail.  The  additional  sujiply  of  food, 
therefore,  will  be  produced,  but  produced  at  a  greater  cost; 
and  the  exchange  value  of  agricultural  produce  must  rise. 
It  may  be  objcc^ted,  that  profits  having  risen,  the  extra  ««t 
of  producing  food  can  be  defrayed  from  profits,  without  UT 
increase  of  priite.  It  could,  undoubtedly,  but  it  will  not; 
becau^  if  it  did,  the  agriculturist  would  be  placed  in  m 
inferior  position  to  other  capitalists.  The  increase  of 
profits,  being  the  effect  of  dimhiished  wages,  i^  common  to 
all  employers  of  labour.  The  increased  expenses  arising 
from  the  necessity  of  a  more  costly  cultivation,  affect  the 
agriculturist  alone.  For  this  peculiar  burthen  hemuGtbe 
I>eculiarly  compensated,  whctlicr  the  general  rate  of  profit  be 
high  or  low.  He  will  not  submit  iudeflnitely  to  a  deduction 
fniin  his  profits,  to  which  other  capitalists  are  not  subject, 
lie  will  not  extend  his  cultivation  by  laying  out  fre^ 
capital,  unless  for  a  return  sufficient  to  yield  him  as  highi 
jjTofit  as  could  be  obtained  by  the  same  capital  in  other 
iuvestuients.  The  value,  thei-eforc,  of  his  commodity  will 
rise,  an<l  rise  in  proportion  to  the  increased  cost.  Tlie  far- 
mer will  thus  be  indemnified  for  the  burthen  which  is 
peculiar  til  himself,  and  will  also  enjoy  the  augmented  mte 
of  jn'otlt  which  is  coiimion  to  all  capitalists. 

Ir  Inllinvs,  from  principles  with  which  we  are  already 
familiar,  that  in  these  circumstances  rent  will  rise.  Any 
hind  can  atfonl  to  ]my,  and  under  free  competition  will  pay, 
a  rent  eijual  to  the  excess  of  its  produce  above  the  return  to 
iiti  cijuni  capital  on  the  wiinit  land,  or  under  the  least  fa- 
vourable ci.ndiricins.  Whenever,  therefore,  agriculture  is 
driven  to  descend  to  worse  land,  or  more  onerous  processes. 
rent  rises.  Its  rise  will  be  twofold,  for,  in  the  first  place, 
rent  in  kind,  or  corn  rent,  will  rise;  and  in  the  second, 
since  the  value  of  agricultural  produce  has  also  riseii,  rent, 


INFLUEKCB  OF  PROGRESS  ON  RENTS,  PROFITS,  ETC.     293 

eitimated  in  manofactared  or  foreign  commodities  (which  is 
represented  coBteria  paribus  by  money  rent),  will  rise  still 
more. 

The  steps  of  the  process  (if,  after  what  has  been  formerly 
said,  it  is  necessary  to  retrace  them)  are  as  follows.  Corn 
ises  in  price,  to  repay  with  the  ordinary  profit  the  capital 
required  for  producing  additional  corn  on  worse  land  or  by 
nore  costly  processes.  So  far  as  regards  this  additional 
jom,  the  increased  price  is  but  an  equivalent  for  the  ad- 
litional  expense ;  but  the  rise,  extending  to  all  corn,  affords 
>n  all,  except  the  last  produced,  an  extra  profit.  If  the  far- 
mer was  accustomed  to  produce  100  quarters  of  wheat  at 
to*.,  and  120  quarters  are  now  required,  of  which  the  last 
twenty  cannot  be  produced  under  45*.,  he  obtains  the  extra 
Sve  shillings  on  the  entire  120  quarters,  and  not  on  the  last 
twenty  alone.  He  has  thus  an  extra  25^.  beyond  the 
)rdinary  profits,  and  this,  in  a  state  of  free  competition,  he 
Brill  not  be  able  to  retain.  lie  cannot  however  be  com- 
pelled to  give  it  up  to  the  consumer,  since  a  less  price  than 
15#.  would  be  inconsistent  with  the  production  of  the  last 
twenty  quarters.  The  price,  then,  will  remain  at  45*.,  and 
the  26Z.  will  be  transferred  by  competition  not  to  the  con- 
mmer  but  to  the  landlord.  A  rise  of  rent  is  therefore 
Inevitably  consequent  on  an  increased  demand  for  agricul- 
tural produce,  when  unaccompanied  by  increased  facilities 
for  its  production.  A  tnith  which,  after  this  final  illus- 
j^tion,  we  may  henceforth  take  for  granted. 

Tlie  new  element  now  introduced — an  increased  demand 
Tor  food — ^besides  occasioning  an  increase  of  rent,  still  fur- 
ihcr  disturbs  the  distribution  of  the  produce  between 
mpitalists  and  labourers.  The  increase  of  population  will 
bave  diminished  the  reward  of  labour :  and  if  its  cost  is 
liminished  as  greatly  as  its  real  remuneration,  profits  will 
be  increased  by  the  full  amount.  If,  however,  the  increase 
>f  population  leads  to  an  increased  production  of  food, 
irhich  cannot  be  supplied  but  at  an  enhanced  cost  of  pro- 
luction,  the  cost  of  labour  will  not  be  so  much  diminished 
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ns  llio  re;il  rcn-ani  of  it,  and  profits,  tli  ere  fore,  will  notbeso 
mufli  raiaed.  It  is  even  possible  that  tliey  might  not  Ik 
raised  at  all.  Tlie  lalxmrera  may  picviouBly  have  been  so 
well  provided  for,  that  the  whole  of  what  they  now  lose 
may  be  Bhiifk  off  from  their  other  indulgences,  and  th^ 
may  not,  eitbt-r  hy  necessity  or  choice,  underpo  any  re- 
duction in  the  rinimtity  or  qniility  of  their  food.  To  pro- 
djii'e  the  food  fur  the  iiicreaawl  number  may  be  attended  ] 
with  such  an  increase  of  expense,  tluit  wages,  though  rediical 
ill  quantity,  may  represent  as  great  a  cost,  may  be  the  prod- 
uct of  ns  much  labonr,  as  before,  and  the  capitalist  niBj 
not  be  at  all  benefited.  On  this  supposition  the  loss  to  the 
labourer  is  partly  absorbed  in  the  additional  labour  required 
for  prochiciug  tlie  hist  instalment  of  agi'icultural  produce;  | 
and  the  remainder  is  gained  by  the  landlord,  the  only  sharer 
who  always  benefits  by  an  increase  of  population. 

g  2.  Let  US  now  reverse  our  hypothesis,  and,  insteftd 
of  supposing  capital  stationary  and  population  advancing, 
let  us  suppose  capital  advancing  and  popuhition  stationary; 
tlie  facilities  of  prod lu-t inn,  hotli  natural  and  acquired, 
being,  as  before,  unaltered.  The  real  wages  of  labonr, 
instead  of  falling,  will  now  rise;  and  since  the  cost  of  pro- 
duction of  the  things  consumed  by  the  labourer  is  not  diiuia- 
ished,  this,  rise  of  wngcs  implies  an  equivalent  increase  of 
the  cost  of  labour,  and  dimiimtion  of  profits.  To  state  the 
siiine  drdiictlon  in  other  terms;  t!ie  labouiers  not  being 
more  umncrons,  and  the  productive  power  of  their  labour 
being  only  the  same  as  before,  there  is  no  increase  of  tlie 
produce ;  the  increase  of  wages,  therefore,  must  be  at  ihc 
charge  of  the  capitalists.  Tt  is  not  impossible  tliat  the  cost 
of  labour  might  be  increased  in  even  a  greater  ratio  ihan  ils 
real  remuneration.  The  improved  condition  of  the  labourers 
may  increase  the  dcinanil  for  food.  The  labourers  may 
have  been  so  ill  off  before,  as  not  lo  have  food  enough  ;  and 
may  now  eonsnnic  more :  or  they  may  choose  to  expend 
their  iucreased  means  partly  or  wholly  in  a  more  costly 


,  Afsquinng  more  labour  and  more  land; 
wheat,  for  example,  instead  of  oats  or  potatoes.  This  ex- 
tension of  agrieulture  implies,  as  usual,  a  greater  cost  of 
production  and  a  higher  price,  so  that  besides  the  increase 
of  the  cost  of  labour  arising  from  the  increase  of  its  reward, 
there  will  be  a  further  increase  (and  an  additional  fall  of 
profits)  from  the  increased  costliness  of  the  commodities  of 
which  that  reward  consists.  The  same  causes  will  produce 
a  rise  of  rent.  What  the  capitalists  lose,  above  what  the 
laboarei*s  gain,  is  partly  transferred  to  the  landlord,  and 
partly  swallowed  up  in  the  cost  of  growing  food  on  worse 
land  or  by  a  less  productive  process. 

§  3.  Haying  disposed  of  the  two  simple  cases,  an  in- 
creasing population  and  stationary  capital,  and  an  increasing 
capital  and  stationary  population,  we  arc  prepared  to  take 
into  consideration  the  mixed  case,  in  which  the  two  elements 
of  expansion  are  combined,  both  population  and  capital  in- 
creasing. If  either  element  increases  faster  than  the  other, 
the  case  is  so  far  assimilated  with  one  or  other  of  the  two 
preceding:  we  shall  suppose  them,  therefore,  to  increase 
with  equal  rapidity ;  the  test  of  equality  being,  that  each 
labourer  obtains  the  same  commodities  as  before,  and  the 
same  quantity  of  those  commodities.  Let  us  examine  what 
will  be  the  eflFect,  on  rent  and  profits,  of  this  double  prog- 


Population  having  increased,  without  any  falling  off  in 
the  labourer's  condition,  there  is  of  course  a  demand  for 
more  food.  Tlie  arts  of  production  being  supposed  station- 
ary, this  food  must  be  produced  at  an  increased  cost.  To 
compensate  for  this  greater  cost  of  the  additional  food,  the 
price  of  agricultural  produce  must  rise.  The  rise  extending 
over  the  whole  amount  of  food  produced,  though  the  in- 
creased expenses  only  ai>ply  to  a  part,  there  is  a  greatly 
increased  extra  profit,  which,  by  competition,  is  transferred 
to  the  landlord.  Rent  will  rise,  both  in  quantity  of  produce 
and  in  cost ;  while  wages,  being  supposed  to  be  the  same 
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in  qiiantily,  will  be  greater  in  cost.    Tlie  labourer  obtaining 
till!  sanit;  aiuonnt  uf  necessaries,  money  wages  liave  risen;      i 
and  a&  the  rise  is  ennnnon  to  all  branches  of  prodiielion,  the 
capitalist  cannot    imleinnify  Iiimsclt'  by  changing  his  em-      I 
jiloynient,  and  the  loss  must  be  borne  by  protita. 

It  appears,  then,  that  the  tendency  of  an  increase  of 
cn]iitul  and  popnlation  is  to  add  to  rent  at  the  expense  of 
profits :  though  rent  does  not  gain  all  that  pi-ofits  lose,  a 
part  being  absorbed  in  increased  cxpensesof  production,  that 
is,  in  hiring  or  feeding  a  grcatei-  number  of  labourers  to  obtain 
a  given  amount  of  agricultural  produce.  By  profits,  must 
of  course  be  understood  the  rate  of  profit ;  for  a  lower  rate 
of  profit  on  a  Iar<;er  capital  may  yield  a  larger  gross  profit, 
considered  absolutely,  though  a  smaller  in  proportion  totlte 
entire  produce. 

This  tendency  of  proiita  to  fall,  is  from  time  to  time 
counteracted  by  improvements  in  pi'oduction  :  whether  aria- 
ing  from  increase  of  knowledge,  or  from  an  increased  use 
of  the  knowledge  already  possessed.  This  is  the  third  of 
the  three  elements,  the  cfiects  of  which  on  the  distribution 
of  the  produce  we  undertook  to  investigate;  and  the  inves- 
tigation will  be  facilitated  by  supposing,  as  in  the  case  of 
the  other  two  elements,  that  it  operates,  in  the  first  in- 
stance, ahine. 

g  4.  Let  us  then  BU[ipoi>e  capital  and  population  sta- 
tinnurv,  and  a  sudden  improvement  made  in  tlie  arts  of 
production  ;  by  tiie  invention  of  more  efficient  machinee,  or 
less  costly  p]-ocesscs,  or  by  obtttining  access  to  cheaper  com- 
modities through  foreign  trade. 

The  improvement  nuiy  either  be  in  some  of  the  necessa- 
ricp  or  indulgences  which  enter  into  the  habitual  consump- 
tioii  of  the  hihouring  clash ;  or  it  may  be  applicable  only  to 
hiMiricp  coiif^umed  exchisivcly  by  richer  people.  Very  few, 
huiicvrr.  of  the  great  industnal  improvements  are  alto- 
gether r.l'  rlii-;  lii-.t  desc-ription.  Agricultural  improvements, 
except  such  as  specially  relate  to  some  of  the  rarer  and 


pxtidiictB,  t  t  directly  upon  the  principal  ob- 
jects of  the  labourer's  expenditure.  Tlie  stcam-eTigine, 
and  every  other  invention  which  affords  a  njanageable 
power,  are  applicable  to  all  things,  and  of  course  to  those 
conBumed  by  the  labourer.  Even  the  power-loom  and  the 
spinning-jenny,  though  applied  to  the  most  delicate  fabrics, 
are  available  no  less  for  the  coarse  cottons  and  woollens 
worn  by  the  labouring  class.  All  imjH'oveinents  in  locomotion 
cheapen  the  transport  of  necessaries  as  well  as  of  luxuries. 
Seldom  is  a  new  branch  of  trade  opened,  without,  either 
directly  or  in'some  indirect  way,  causing  some  of  the  articles 
which  the  mass  of  the  people  consume  to  be  either  pro- 
duced or  imported  at  smaller  cost.  It  may  safely  be  affirm- 
ed, therefore,  that  improvements  in  production  generally 
tend  to  cheapen  the  commodities  on  which  the  wages  of  the 
laboring  class  are  expended. 

In  so  far  as  the  commodities  affected  by  an  improve- 
ment are  those  which  the  labourer  generally  do  not  con- 
sume, the  improvement  has  no  effect  in  altering  the  distri- 
bution of  the  produce.  Those  particular  commodities,  in- 
deed, are  cheapened  ;  being  produced  at  less  cost,  they  fall 
in  value  and  in  price,  and  all  who  consume  them,  whether 
landlords,  capitalists,  or  skilled  and  privileged  labourers, 
obtain  increased  means  of  enjoyment.  Tlie  rate  of  profits, 
however,  is  not  raised.  There  is  a  larger  gross  profit,  reck- 
oned in  quantity  of  commodities.  But  the  capital  also,  if 
estimated  in  those  commodities,  has  risen  in  value.  The 
profit  is  the  same  percentage  on  the  capital  that  it  was  he- 
fore.  The  capitalists  are  not  benefited  as  capitalists,  but  as 
consumers.  Tlie  landlords  and  the  privileged  classes  of 
labourers,  if  they  are  consumers  of  the  same  commodities, 
share  the  same  benefit. 

The  case  is  different  with  improvements  which  diminish 
the  cost  of  production  of  the  necessaries  of  life,  or  of  com- 
modities which  enter  habitually  into  the  consumption  of 
the  great  mass  of  labourers.  Tlie  play  of  the  different  forces 
being  here  rather  complex,  it  is  necessary  to  analyze  it  with 
some  minuteness. 
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As  formerly  observed,*  there  arc  two  kinds  of  agricul' 
tural  iiinirovenients.  Surae  consist  in  a  mere  saving  of 
laltour,  and  enablii  a  given  quantity  of  food  to  be  produced 
at  less  cost,  bnt  not  on  a  smaller  surface  of  land  than  be- 
fore. Others  enable  a  given  extent  of  land  to  yield  not 
(inly  the  same  |iroiliiee  with  loss  hibonr,  but  a  greater  prod- 
uce ;  so  that  if  no  greater  produce  is  required,  a  part  of 
the  land  already  under  culture  uiay  be  dispensed  with.  As 
the  part  rejected  will  be  the  least  productive  portion,  the 
market  will  thenceforth  be  rcyiduted  by  a  better  desenption 
of  liuid  tliaii  wh:it  was  previously  the  worst  under  cultivs- 
tiiiTi. 

Til  place  the  effect  of  the  improvement  in  a  clear 
light,  we  must  suppose  it  to  take  place  suddenly,  so  as  to 
leave  no  time  during  its  introduction,  for  any  increase  of 
capital  or  of  popuhvtion.  Its  liret  effect  will  be  a  fall  of  the 
value  and  price  of  agrifultural  produce.  This  is  a  nocesearj 
Cfmswiuencf!  of  citlier  kind  of  improvement,  but  especially 
of  tiie  last. 

An  improvement  of  the  first  kind,  not  increasing  tlie 
produce,  does  not  disjiensc  with  any  portion  of  the  land  ;  tlie 
margin  of  cultivation  (as  Dr.  Chalmers  terms  it)  remains 
where  it  was  ;  agriculture  doe.«  not  recede,  either  in  extent 
of  cultivated  land,  or  in  elaborateness  of  methods:  and  the 
price  couTiiiiics  to  be  regulated  by  the  same  land,  and  hy 
tiic  wamc  capital,  as  hefore.  But  since  that  land  or  capital, 
and  all  otiicr  land  or  capital  which  i>roduee8  food,  now 
yields  its  produce  at  smaller  cost,  tlie  piice  of  food  will  f»ll 
proportionally.  If  one-tenth  of  the  exi)ense  of  produetion 
lias  heen  saved,  the  price  of  produce  will  fall  one-tenth. 

But  suppose  the  improvement  to  be  of  the  second  kind; 
c'laliliiig  llie  hind  To  jiroduco,  not  only  the  same  com  with 
oTie-tcnlh  less  labour,  bnt  a  tiuilh  more  corn  with  the  same 
labour.  Here  the  effect  is  still  more  decided.  Cultivation 
can  now  be  contracted,  and  the  market  supplied  from  a 
smaller  cjuantity  of  land.  Even  if  this  smaller  surface  of 
■  Su|4'a,  vol.  i,  p.  ms. 


INFLUEKCE  OF  PROGRESS  ON  RENTS,  PROFITS,  ETC.      299 

land  were  of  the  same  average  quality  as  the  larger  surface, 
the  price  would  fall  one-teuth,  because  the  same  produce 
would  be  obtained  with  a  tenth  less  labour.  But  since  the 
portion  of  land  abandoned  will  be  the  least  fertile  portion, 
the  price  of  produce  will  thenceforth  be  regulated  by  a  bet- 
ter quality  of  land  than  before.  In  addition,  therefore,  to 
the  original  diminution  of  one-tenth  in  the  cost  of  produc- 
tion, there  will  be  a  further  diminution,  corresponding  with 
the  recession  of  the  "  margin  "  of  agriculture  to  land  of 
greater  fertility.    There  will  thus  be  a  twofold  fall  of  price. 

Let  us  now  examine  the  effect  of  the  improvements,  thus 
suddenly  made,  and  the  division  of  the  produce  ;  and  in  the 
first  place,  on  rent.  By  the  former  of  the  two  kinds  of  im- 
provement, rent  would  be  diminished.  By  the  second,  it 
would  be  diminished  still  more. 

Suppose  that  the  demand  for  food  requires  the  cultiva- 
tion of  three  qualities  of  land,  yielding,  on  an  equal  surface, 
and  at  an  equal  expense,  100,  80,  and  60  bushels  of  wheat. 
riie  price  of  wheat  will,  on  the  average,  be  just  sufficient  to 
enable  the  third  quality  to  be  cultivated  with  the  ordinary 
profit.  Tlie  first  quality  therefore  will  yield  forty  and  the 
second  twenty  bushels  of  extra  profit,  constituting  the  rent 
of  the  landlord.  And  first,  let  an  improvement  be  made, 
which,  without  enabling  more  com  to  be  grown,  enables 
the  same  corn  to  be  grown  with  one-fourth  less  labour. 
The  price  of  wheat  will  fall  one-fourth,  and  80  bushels  will 
be  sold  for  the  price  for  which  60  were  sold  before.  But 
the  produce  of  the  land  which  produces  60  bushels  is  still 
required,  and  the  expenses  being  as  much  reduc(»d  as  the 
price,  that  land  can  still  be  cultivated  with  the  ordinary 
profit.  The  first  and  second  qualities  will  therefore  con- 
tinue to  yield  a  surplus  of  40  and  20  bushels,  and  corn  rent 
will  remain  the  same  as  before.  But  corn  having  fallen  in 
price  one-fourth,  the  same  com  rent  is  equivalent  to  a 
fourth  less  of  monev  and  of  all  other  commodities.  So 
far,  therefore,  as  the  landlord  expends  his  income  in 
manufactured  or  foreign  products,  he  is  one-fourth  worse 
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off  than  before.  His  inpome  as  landlord  is  reduced  to 
three-quarters  of  its  amount ;  it  is  only  as  a  consumer  of 
com  that  he  ia  as  well  off. 

If  the  improvement  ia  of  the  other  kind,  rent  will  fall 
in  a  still  greater  ratio.  Suppose  that  the  amount  of  prod- 
uce which  the  market  requires,  can  be  grown  not  only 
with  a  fourth  less  labour,  but  on  a  fourth  less  land.  If  all 
the  land  already  iu  cultivation  continued  to  be  cultivated, 
it  would  yield  a  produce  much  larger  than  necessary. 
Land,  equivalent  to  a  fourth  of  the  produce,  must  now  be 
ahandoned  ;  and  as  the  third  quality  yielded  exactly  one- 
fourth,  {being  (iO  out  of  240,)  that  quality  will  go  out  of 
cultivation.  The  240  bushels  can  now  be  grown  on  land 
<if  the  firet  and  second  qualities  only ;  being,  on  the  firet, 
100  bnshcla  plus  one-third,  or  133;^  bushels ;  on  the  second, 
80  bushels  plud  one-third,  or  106|  bushels;  together  240. 
The  second  quality  of  land,  instead  of  the  tliird,  is  now  ihe 
lowest,  and  regulates  the  price.  Instead  of  60,  it  is  suffi- 
eiciit  if  1()(>|  bushels  repay  the  capital  with  the  ordinary 
profit.  Tlie  price  of  wheat  will  conscqnently  fall,  not  in 
the  ratio  of  fiO  to  80,  as  in  the  other  case,  but  in  the  ratio 
of  60  to  106§-.  Even  this  gives  an  insufficient  idea  of  the 
degree  in  which  root  will  he  affected.  The  whole  produce 
of  the  second  quality  of  land  will  now  he  required  to  repaj 
the  expenses  of  proilurtion.  That  land,  being  the  worst  in 
cultivation,  will  pay  no  rent.  And  the  first  quality  will 
only  yield  Ihe  diff.-rence  between  133;^  bnshela  and  1061, 
being  ^CJ  bushels  instead  of  +0.  Tlie  landlords  collectively 
will  have  lost  .^3J  out  of  CO  bushels  in  com  rent  alone, 
while  the  value  nnd  pnce  of  what  is  left  will  have  been 
diminished  in  the  rntio  of  CO  to  lOfiJ. 

It  thus  appears,  that  the  interest  of  the  landlord  ia  de- 
cidedly hiistile  to  the  finiidcii  and  general  introduction  of 
agrieultnral  improvmicnls.  Tliia  asscrtiim  haa  been  called 
a  ]tai-ad()x,  and  made  a  ground  for  accusing  its  first  promul- 
gator, IticardiJ,  of  great  intellectual  pervei-seness,  to  say 
nothing  worse.     I  cannot  discern  in  what  the  paradox  con-  , 
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sists ;  and  the  obliquity  of  vision  seems  to  me  to  be  on  the 
side  of  his  assailants.  The  opinion  is  (only  made  to  appear 
absurd  by  stating  it  unfairly.  If  the  assertion  were  that  a 
landlord  is  injured  by  the  improvement  of  his  estate,  it 
would  certainly  be  indefensible;  but  what  is  asserted  is, 
that  he  is  injured  by  the  improvement  of  the  estates  of 
other  people,  although  his  own  is  included.  Nobody 
doubts  that  he  would  gain  greatly  by  the  improvement  if 
he  could  keep  it  to  himself,  and  unite  the  benefits,  of  an 
increased  produce  from  his  land,«and  a  price  as  high  a^ 
before.  But  if  the  increase  of  produce  took  place  simul- 
taneously on  all  lands,  the  price  would  not  be  as  high  as 
before ;  and  there  is  nothing  unreasonable  in  supposing 
that  the  landlords  would  be,  not  benefited,  but  injured.  It 
is  admitted  that  whatever  permanently  reduces  the  price 
of  produce  diminishes  rent :  and  it  is  quite  in  accordance 
with  common  notions  to  suppose  that  if,  by  the  increased 
productiveness  of  land,  less  land  were  required  for  cultiva- 
tion, its  value,  like  that  of  any  other  article  for  which  the 
demand  had  diminished,  would  fall. 

I  am  quite  willing  to  admit  that  rents  have  not  really 
been  lowered  by  the  progress  of  agricultural  improvements  ; 
but  why  ?  Because  improvement  has  never  in  reality  been 
sudden,  but  always  slow ;  at  no  time  much  outstripping, 
and  often  falling  far  short  of,  the  growth  of  capital  and  |)opu- 
lation,  which  tends  as  much  to  raise  rent,  as  the  other  to 
lower  it,  and  which  is  enabled,  as  we  shall  presently  see,  to 
raise  it  much  higher  by  means  of  the  additional  margin 
afforded  by  improvements  in  agriculture.  First,  however, 
we  must  examine  in  what  manner  the  sudden  cheapening 
of  agricultural  produce  would  aflfect  profits  and  wagers. 

In  the  beginning,  money  wages  would  probably  remain 
the  same  as  before,  and  the  labourers  would  have  the  full 
benefit  of  the  cheapness.  Tliey  would  be  enabled  to  in- 
crease their  consumption  either  of  food  or  of  other  articles, 
and  would  receive  the  same  cost,  and  a  greater  quantity.  So 
long  as  this  was  the  case,  profits  would  be  unaffected.     But 
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tSie  penriancnt  remuneration  of  tlie  labourers  essentiallj  de- 
pends oil  wliat  we  liavy  called  then-  lialiitual  stiiiidHrd  ;  the 
extent  of  tlie  reriuireraeuts  wlik-li,  as  a  class,  tlicy  insist  on 
satiifviug  befiire  tiiey  clioose  to  have  children.  If  their 
tastes  and  requirements  receive  a  durable  impress  from  tlie 
sudden  improvement  in  their  condition,  the  benefit  to  llie 
class  will  be  permanent.  But  the  same  cause  which  enables 
them  to  purchase  greater  comfbrta  and  indulgences  with  the 
same  wages,  would  enable  them  to  purchase  the  same 
amount  of  comforta  and  indulf^encea  with  lower  wages; 
and  a  greater  [lopulation  may  now  exist,  without  reducing 
the  labourers  lielow  the  condition  to  which  they  are  accus- 
tomed. Hitherto  this  and  no  other  has  been  the  use  which 
the  labourers  have  enmnioidj'  made  of  any  inereafie  of  their 
means  of  living ;  lhey  have  treated  it  simply  as  convertible 
into  food  for  a  grcaler  numl)er  of  children.  It  is  probable, 
therefore,  that  population  would  be  stimulated,  and  that 
after  the  Inpnc  of  a  genei'alioii  the  real  waged  of  labour 
would  be  no  hijrlier  than  before  the  improvement:  the  re- 
duction being  partly  brought  about  by  a  fall  of  money  wages, 
and  partly  through  the  price  of  food,  the  cost  of  which,  fram 
the  demand  occasioned  by  Ihe  increase  of  population,  would 
be  again  iucrcased.  To  the  c-vtent  to  which  money  wagee 
fell,  pmfita  would  ri>i' ;  the  capitalist  obtauung  a  grealcr 
(piautity  of  eijually  efticicnt  lalmui'  by  the  same  outlay  of 
ca]iitii[.  AVe  thus  see  that  a  diminution  of  the  cost  of  liv- 
ing, whi'tlier  iui#irig  fnnn  agi'icultural  iniprovements  or 
from  the  nnpoftiition  <tf  foreign  produce,  if  the  habits  and 
requiitmcnts  of  the  labourers  are  not  raised,  usually  lowers 
money  wages  and  rent,  and  raises  the  general  rate  of  profit 
What  is  true  of  iinprovenieuts  which  cheapen  the  pro- 
duction of  tood,  is  true  also  of  the  substitution  of  a  cheaper 
for  a  ninre  i'uwtly  variely  of  it.  Tlie  same  land  yields  to 
the  same  labour  a  much  greater  quantity  of  human  nutri- 
ment in  the  form  of  maize  or  jiotatoes,  than  in  the  form  of 
wheat.  If  the  Iab<iurerti  wero  to  give  up  bread,  and  feed 
only  on  thi>su  cheaper  products,  taking  as  their  cornpcn^ 
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ion  not  a  greater  quantity  of  other  consumable  counnodi- 
ieSy  but  earlier  inaiTiages  and  larger  families,  Uie  cost  of 
ibour  would  be  much  diminished,  and  if  labour  continued 
qually  efficient,  profits  would  rise ;  while  rent  would  be 
iiuch  lowered,  since  food  for  the  whole  population  could 
►e  raised  on  half  or  a  third  part  of  the  land  now  sown  with 
om.  At  the  same  time,  it  being  evident  that  land  too 
larren  to  be  cultivated  for  wheat  might  be  made  in  case  of 
lecessity  to  yield  potatoes  sufficient  to  support  the  little 
abour  necessary  for  producing  them,  cultivation  might 
iltimately  descend  lower,  and  rent  eventually  rise  higher, 
»n  a  potato  or  maize  system,  than  on  a  corn  system  ;  be- 
ause  the  land  would  be  capable  of  feeding  a  much  larger 
copulation  before  reaching  the  limit  of  its  powers. 

If  the  improvement,  which  we  suppose  to  take  place,  is 
lot  in  the  production  of  food,  but  of  some  manufactured 
urticle  consumed  by  the  labouring  class,  the  effect  on  wages 
ind  profits  will  at  first  be  the  same  ;  but  the  effect  on  rent 
rery  different.  It  will  not  be  lowered  ;  it  w^ill  even,  if  the 
iltimate  effect  of  the  improvement  is  an  increase  of  popiria- 
ion,  be  raised  :  in  which  last  case  profits  will  be  lowered. 
Che  reasons  are  too  evident  to  require  statement. 

§  5.  We  have  considered,  on  the  one  hand,  the  manner 
n  which  the  distribution  of  the  produce  into  rent,  pr(»tits, 
ind  wages,  is  afleeted  by  the  ordinary  increase  of  population 
ind  capital,  and  on  the  other,  how  it  is  affected  by  improve- 
Dents  in  production,  and  more  especially  in  agriculturS 
i^e  have  found  that  the  former  cause  lowers  profits,  and 
aises  rent  and  the  cost  of  labour :  while  the  tendency  of 
igricnltural  improvements  is  to  diminish  rent;  and  all 
mprovements  which  cheapen  any  article  of  the  labourer's 
loiisumption,  tend  to  diminish  the  cost  of  labour  and  to  raise 
>rofits.  The  tendency  of  each  cause  in  its  separate  state 
)eing  thus  ascertained,  it  is  easy  to  determine  the  tendency 
>f  the  actual  coui-se  of  things,  in  which  the  two  movements 
ire  going  on  simultaneously,  capital  and  population  increas- 
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ing  with  tolerable  steadiness,  wliile  improvements  in  agri- 
culture  are  made  from  time  to  time,  and  the  knowledge  and 
practice  of  Imiiroved  methods  become  diffuted  gradually 
tlirougli  the  community. 

Tlie  Imbita  and  requirements  of  the  labouring  classes 
being  given  (which  detennine  their  real  wages),  rent,  profits, 
and  money  wages  at  any  given  time,  are  the  result  of  the 
composition  of  tlieae  rival  fori.-es.  If  during  any  period 
itgi'i cultural  improvement  advances  faster  than  population, 
rent  and  money  wages  during  that  period  will  tend  dowm- 
ward,  and  jirofits  upward.  If  population  advanceB  more 
rapitlly  tliiin  agricultural  improvement,  either  the  labourMS 
will  sul»mit  to  a  reduction  in  the  quantity  or  quality  of 
their  food,  or  if  not,  rent  imd  money  wages  will  progres- 
Bively  rise,  and  profits  will  fall. 

Agricultural  skill  and  knowledge  are  of  alow  growth, 
and  still  slower  diffusion.  Inventions  and  discoveries,  too, 
occur  only  occasionally,  while  the  increase  of  population 
and  capital  are  eonlinnons  agencies.  It  therefore  seldom 
happens  that  improvement,  even  during  a  short  time,  hss 
so  much  the  start  of  population  and  capital  as  actually  to 
loHcr  rent,  or  raise  the  rate  of  profits.  There  are  manj 
I'Otmtries  in  which  the  growth  of  population  and  capital  are 
not  rapid,  but  in  these  agricultural  improvement  is  less 
active  still.  Population  almost  everywhere  treads  close  on 
the  heels  of  agricultural  improvement,  and  effaces  its  effects 
as  fast  as  they  are  pro<Juced. 

The  reason  why  agricultural  improvement  seldom  lowen 
i-ent,  is  that  it  sehloni  clieajiens  food,  hut  only  prevents  it 
from  growing  dearer  ;  an<l  seldom,  if  ever,  throws  land  out 
of  cultivation,  hut  only  enabloB  wcirso  and  worse  land  to  be 
taken  in  for  the  supply  nf  an  iru'rciising  demand.  Whati* 
soiiietinios  called  t!ie  natural  wtate  of  a  country  which  is  tat 
half  (.-nllivated,  liamily  that  the  land  is  highly  prfMluctive, 
and  fiiud  obtitiried  iu  great  aliuudani-e  by  little  labour.  Is 
only  true  of  unoccupicil  I'lumtries  colonized  by  a  civilised 
people.     In  the  Uniteil  Stales  the  worst  land  in  cultivation 
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a  high  quality  (except  sometimes  in  the  immediate 
ity  of  markets  or  means  of  conveyance,  where  a  bad 
ity  is  compensated  by  a  good  situation) ;  and  even  if  no 
ler  improvements  were  made  in  agriculture  or  locomo- 

cultivation  would  have  many  steps  yet  to  descend, 
*€  the  increase  of  population  and  capital  would  be 
ght  to  a  stand  ;  but  in  Europe  five  hundred  years  ago, 
gh  so  thinly  peopled  in  comparison  to  the  present 
ilation,  it  is  probable  that  the  worst  land  under  the 
gh  was,  from  the  rude  state  of  agriculture,  quite  as 
•oductive  as  the  worst  laud  now  cultivated ;  and  that 
vation  had  approached  as  near  to  the  ultimate  limit  of 
table  tillage,  in  those  times  as  in  the  present.  What 
agricultural  improvements  since  made  have  really  done 
y  increasing  the  capacity  of  production  of  land  in 
ral,  to  enable  tillage  to  extend  downwards  to  a  nmch 
e  natural  quality  of  land  than  the  worst  which  at  that 

would  have  admitted  of  cultivation  by  a  capitalist  for 
t ;  thus  rendering  a  much  greater  increase  of  capital 
population  possible,  and  removing  always  a  little  and 
:le  further  off,  the  barrier  which  restrains  them  ;  popu- 
n  meanwhile  always  pressing  so  hard  against  the 
ier,  that  there  is  never  any  visible  margin  left  for  it  to 
!,  every  inch  of  ground  made  vacant  for  it  by  improve- 
t  being  at  once  filled  up  by  its  advancing  columns, 
icultural  improvement  may  thus  be  considered  to  be 
so  much  a  counterforce  conflicting  with  increase  of 
ilation,  as  a  partial  relaxation  of  the  bonds  which  con- 
that  increase. 

?he  effects  produced  on  the  division  of  the  pro<luce  by 
ncrease  of  production,  under  the  joint  influence  of  in- 
je  of  population  and  ca]>ital  and  improvements  of  agri- 
ire,  are  very  different  from  those  deduced  from  the 
>ihetical  cases  previously  discussed.  In  particular,  the 
t  on  rent  is  most  materially  different.  We  remarked 
— while  a  great  agricultural   improvement  made  sud- 

y  and  universally  would  in  the  first  instance  inevitably 
69 
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lower  rent — such  improvements  enable  rent,  in  the  prop- 
ri'SR  of  sdi-iety,  to  rise  gi-adiially  to  a  much  higher  limit 
than  it  could  otherwise  attain,  amce  ihey  enable  a  miicli 
lower  (juality  of  lanrl  to  be  iiltiniatelj  cultivated.  But  in 
the  casL'  we  are  now  Riippoaing,  whicli  nearly  c'orresixmds 
to  the  usiih!  course  of  tilings,  this  ultimate  effect  becomes 
the  immediate  effect.  Suppose  eultivatiim  to  have  reached, 
or  almost  reached,  the  utmost  limit  permitted  by  the  stale 
of  the  industrial  arts,  and  rent,  therefore,  to  have  attained 
nearly  the  highest  itoliit  to  whii'Ii  it  can  be  carried  by  the 
progress  of  population  and  capital,  with  the  existing  amount 
of  skill  and  knowledge.  If  a  great  agricultural  improve- 
meut  were  suddenly  introduced,  it  might  throw  back  rem 
for  a  considerable  space,  leaving  it  to  regain  its  lost  ground 
by  the  progres.'i  of  population  and  capital,  and  afterward! 
to  go  on  further.  But,  taking  place,  as  such  improvement 
always  docs,  vt-rr  gradually,  it  causes  no  retrograde  nioTe- 
nient  of  either  rent  or  cultivation  ;  it  mci'cly  enables  the  oiie 
to  go  "111  risiiLg,  and  the  other  extending,  long  after  tliej 
inust  otherwise  have  stopped.  It  would  do  this  even  with- 
out the  necessity  of  I'esorting  to  a  worse  quality  of  land; 
simply  by  enabling  the  hinds  already  in  cultivation  to  yield 
a  greater  produce,  with  no  iur-reasic  of  the  proportional  cost. 
If  by  iinprovcments  of  agriculture  all  the  lands  in  cultiT*- 
tiim  could  be  made,  even  with  dimble  labour  and  capiHl, 
to  yield  a  double  pnidnce,  (supposing  that  in  the  meantime 
popnliitiim  iiicreiised  so  as  to  require  this  double  quantitj,) 
all  rcnls  would  be  doubled. 

To  il!ustL':ilci  tiLc  [loiiit,  let  ua  revert  to  the  niimerita! 
cxatnjile  in  a  former  jiage.  Tlirce  ijualitles  of  land  yield 
resjieclively  1<*",  ^'K  stnd  fiO  bushels  to  the  same  outlay  on 
the  sami;  extent  of  surfnce.  If  No.  1  could  be  made  to  yield 
200,  No.  2.  100,  anil  No.  3,  120  hushele,  at  only  double  ihe 
expenfie,  and  therefore  without  any  increase  of  the  cost  of 
production,  nnd  if  the  jiopuhitioti.  having  doubled,  required 
all  this  inciviiscd  quantity,  the  rent  of  No.  1  would  be  80 
bushels  iniitead  of  40,  and  of  No.  2,  40  instead  of  20,  while 
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the  price  and  value  per  bushel  would  be  the  same  as  before : 
60  that  corn  rent  and  money  rent  would  both  be  doubled. 
I  need  not  point  out  the  diflEercnce  between  this  result,  and 
what  we  have  shown  would  take  place  if  there  were  an  im- 
provement in  production  without  the  accompaniment  of  an 
increased  demand  for  food. 

Agricultural  improvement,  then,  is  always  ultimately, 
and  in  the  manner  in  which  it  generally  takes  place  also 
immediately,  beneficial  to  the  landlord.  We  may  add,  that 
when  it  takes  place  in  that  manner,  it  is  beneficial  to  no  one 
else.  When  the  demand  for  produce  fiilly  keeps  pace  with 
the  increased  capacity  of  production,  food  is  not  cheapened  ; 
the  labourers  are  not,  even  temporarily,  benefited  ;  the  cost 
of  labour  is  not  diminished,  nor  profits  raised.  There  is  a 
greater  aggregate  production,  a  greater  produce  divided 
among  the  labourers,  and  a  larger  gross  profit ;  but  the 
wages  being  shared  among  a  larger  population,  and  the 
profit  spread  over  a  larger  capital,  no  labourer  is  better  ofl, 
nor  does  any  capitalist  derive  from  the  same  amount  of 
capital  a  larger  income. 

The  result  of  this  long  investigation  may  be  summed  up 
as  follows.  Tlie  economical  progress  of  a  society  constituted 
of  landlords,  capitalists,  and  labourers,  tends  to  the  pro- 
gressive enrichment  of  the  landlord  class ;  while  the  cost  of 
the  labourer's  subsistence  tends  on  the  whole  to  increase, 
and  profits  to  fall.  Agricultural  improvements  are  a  coun- 
teracting foi-ce  to  the  two  last  effects;  but  the  first,  though 
a  case  is  conceivable  in  which  it  would  be  temporarily 
checked,  is  ultimately  in  a  high  degree  promoted  by  those 
improvements ;  and  the  increase  of  population  tends  to 
transfer  all  the  benefits  derived  from  agricultural  improve- 
ment to  the  landlords  alone.  What  other  conseciuences,  in 
addition  to  these,  or  in  modification  of  them,  arise  from  the 
industrial  progress  of  a  society  thus  constituted,  I  shal] 
endeayour  to  show  in  the  succeeding  chapter. 


CHAPTER  IV. 


OF  TOE   TENDENl'V  OF  PROFITS  TO   . 


§  1.  Tkk  tendenrv  of  profits  to  fall  as  eociety  advances, 
wliifli  lias  l)fOD  !iroii{rht  to  notice  in  t!ie  preceding  cliaptcr, 
was  civrly  n'cojjiiised  by  writers  on  industry  and  commerce; 
but  tlie  iaws  wliic-ii  govern  profits  not  being  then  nnderstood, 
Hie  phenomenon  was  a&erihed  to  a  wrong  cause.  Adam 
Smith  consideivd  jirofits  to  be  determined  by  what  he  called 
the  competition  of  capital ;  and  conchideil  that  when  capital 
increased,  this  com]ictitioii  must  likewise  increase,  and 
protits  nniPt  lull.  It  is  not  (jnite  certain  what  sort  of  com- 
petition Adam  Smith  had  here  in  view.  His  words  in  the 
t'liapter  on  Profits  of  Stink*  ai-e,  "  When  the  stocks  of 
many  rich  merchants  are  turned  into  the  same  trade,  their 
mutual  competiliiin  naturally  tends  to  lower  its  profits ;  and 
when  tJnTc  is  a  like  increase  of  stock  in  all  the  different 
Iradt'B  carried  nn  in  the  same  society,  the  same  competition 
nnist  produce  the  same  efFei-t  in  tliem  all."  This  passage 
would  lead  us  to  infer  that,  in  Adam  Smith's  opinion,  the 
manner  in  which  the  competition  of  capital  lowers  profits  ii 
by  lowering  i>rlces:  that  being  usually  the  mode  in  wllith 
an  increased  investment  of  capital  in  any  particular  trade, 
hiwers  tlie  jiroHts  of  that  trade.  Rut  if  this  was  Ins  mean- 
ing, he  overhK>ked  the  (-in-uiiisttmce,  that  the  fall  of  price, 
which  if  continerl  to  one  commodity  really  does  lower  the 
priifitB  of  the  ju'odueer,  ceases  to  have  that  effect  as  sot>n  a* 
it  extends  to  all  commodities;  because,  when  all  things 
•  i\--i.»h  <■/  .Vtiti-.;  luink  i.  diap.  S, 
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fallen,  nothing  has  really  fallen,  except  nominallj; 
^en  computed  in  money,  the  expenses  of  every  pro- 
have  diminished   as   much  as  his  returns.      Unless 

I  labour  be  the  one  commodity  ^hich  has  not  fallen 
lej  price,  when  all  other  things  have  :  if  so,  what  has 
taken  place  is  a  rise  of  wages ;  and  it  is  that,  and  not 

II  of  prices,  which  has  lowered  the  profits  of  capital, 
is  another  thing  which  escaped  the  notice  of  Adam 
;  that  the  supposed  universal  fall  of  prices,  through 
sed  competition  of  capitals,  is  a  thing  which  cannot 
>lace.  Prices  are  not  determined  by  the  competition 
sellers  only,  but  also  by  that  of  the  buyers ;  by  de- 
as  well  as  supply.  The  demand  which  affects  money 
consists  of  all  the  money  in  the  hands  of  the  commu- 
estined  to  be  laid  out  in  commodities ;  and  as  long  as 
oportion  of  this  to  the  commodities  is  not  diminished, 
is  no  fall  of  general  prices.  Now,  howsoever  capital 
lerease,  and  give  rise  to  an  increased  production  of 
odities,  a  fiill  share  of  the  capital  will  be  drawn  to 
isiness  of  producing  or  importing  money,  and  the 
ty  of  money  will  be  augmented  in  an  equal  ratio 
he  quantity  of  commodities.  For  if  this  were  not  the 
.nd  if  money,  therefore,  were,  as  the  theory  supposes, 
ually  acquiring  increased  purchasing  power,  those 
produced  or  imported  it  would  obtain  constantly 
iing  profits;  and  this  could  not  happen  without  at- 
ig  labour  and  capital  to  that  occupation  from  other 
jrments.  If  a  general  fill  of  prices,  and  increased 
of  money,  were  really  to  occur,  it  could  only  be  as 
lequence  of  increased  cost  of  production,  from  the 
d  exhaustion  of  the  mines. 

is  not  tenable,  therefore,  in  theory,  that  the  increase 
ital  produces,  or  tends  to  produce,  a  general  decline 
ney  prices.  Neither  is  it  true,  that  any  general 
3  of  prices,  as  cai)ital  increased,  has  manifested  itself 
.  The  only  things  observed  to  fall  in  price  with  the 
8B  of  society,  are  tliose  in  which  there  have  been 
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improvements  in  pradnction,  greater  than  have  :aken  place 
ill  tlie  production  of  the  precious  metals ;  as  for  example, 
all  spun  and  woven  fabriea.  Other  things  again,  instead 
of  failing,  have  riseq  in  price,  because  thuir  cost  of  produc- 
tion, eoinpareil  witli  that  of  gold  and  silver,  has  increased. 
Among  these  are  all  kinds  of  food,  comparison  being  made 
with  a  unicli  earlier  period  of  iiistory.  The  doctrine,  there- 
fore, that  competition  of  capita!  lowers  protitfi  by  lowering 
prices,  is  incorrect  in  fact,  as  well  as  unsound  iu  principle. 

But  it  is  not  -cei-tain  that  Adam  Smith  really  held  that 
doctrine;  for  Lis  language  on  the  subject  is  wavering  aud 
unsteady,  denofiiig  the  absence  of  a  definite  and  well-digest- 
ed opinion.  Occasionally  he  seems  to  think  that  the  mode 
in  which  the  competition  of  capital  lowers  profits,  is  hy 
I'aising  wages.  And  wlien  speaking  of  tiie  rate  of  profit  in 
new  colonies,  lie  seems  on  the  very  verge  of  grasping  the 
complete  theory  of  the  subject.  "As  the  colony  increases, 
the  ]irofits  of  stock  gradually  diminish.  When  the  aioel 
fertile  and  best  situated  lands  have  been  all  occupied,  lees 
profit  can  be  made  by  the  cultivation  of  what  is  inferior 
both  in  soil  and  situation."  Had  Adam  Smith  meditated 
longer  on  the  subject,  and  systematized  his  view  of  it  bv 
hai-moniziitg  with  each  other  the  various  glimpses  which 
he  cutigSit  of  it  from  different  points,  he  would  have  per- 
ceived that  thia  last  is  the  true  cause  of  the  fall  of  profits 
usually  coii^fijin-nt  upon  increase  of  capital. 

S  '2.  Jlr.  Wiiketield,  in  his  Commentary  on  Adam 
S)iiitli,  and  his  impurtaiit  writiiiga  on  Colonization,  takcsa 
iimch  clearor  view  of  the  subject,  aud  amves,  through  a  sub- 
stuutially  corrnzt  series  of  deductions,  at  practical  condu- 
■.inu';  which  appt-iir  In  uic  just  and  important ;  but  he  is  not 
L-i|n;illy  liii]i]iy  in  iTicur|ioriitiiig  his  valuable  speculations 
with  the  iv-iilts  <if  pi'cviinis  thought,  and  reconciling  them 
with  niher  (niths.  Si.mc  of  the  theories  of  Dr.  Chalmere, 
iu  Ida  chiipter  '■  On  the  Increase  and  Limits  of  Capital, "  and 
the  two  chapters  which  follow  it,  coincide  in  their  tendency 
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nd  spirit  with  tlioee  of  Mr.  Wakefield ;  but  Dr.  Chalmers' 
leas,  ihongh  delivered,  as  is  his  custom,  with  a  most  at- 
ractive  semblance  of  clearness,  are  really  on  this  subject 
luch  more  confused  than  even  those  of  Adam  Smith,  and 
lore  decidedly  infected  with  the  often  refuted  notion  that 
lie  competition  of  capital  lowers  general  prices  ;  the  subject 
f  Money  apparently  not  having  been  included  among  the 
»artB  of  Political  Economy  which  this  acute  and  vigorous 
writer  had  carefully  studied. 

Mr.  Wakefield's  explanation  of  the  fall  of  profits  is 
►riefly  this.  Production  is  limited  not  solely  by  the  quantity 
f  capital  and  of  labour,  but  also  by  the  extent  of  the  ^^  field 
f  employment."  The  field  of  employment  for  capital  is 
wofold  ;  the  land  of  the  country,  and  the  capacity  of  foreign 
narkets  to  take  its  manufactured  commodities.  On  a 
imited  extent  of  land,  only  a  limited  (quantity  of  capital 
an  find  employment  at  a  profit.  As  the  quantity  of  capi- 
at approaches  this  limit,  profit  falls ;  when  the  limit  is 
ittained,  profit  is  annihilated;  and  can  only  be  restored 
lirough  an  extension  of  the  field  of  employment,  either  by 
he  acquisition  of  fertile  land,  or  by  opening  new  markets 
n  foreign  countries,  from  which  food  and  mtiterlals  can  be 
mrchased  with  the  prcKlucts  of  domestic  capital.  These 
propositions  are  in  my  opini<m  substantially  true ;  and, 
jven  to  the  phraseology  in  which  they  are  expressed,  con- 
idered  as  adapted  to  popular  and  practical  rather  than 
cientific  uses,  I  have  nothing  to  object.  The  error  which 
eems  to  me  imputable  to  Mr.  Wakefield  is  that  of  suppos- 
ng  his  doctrines  to  be  in  contnuliction  to  the  principles  of 
he  best  school  of  preceding  political  econo!ni.>t.s,  instead  of 
leing,  as  they  really  are,  corollaries  iroin  those  principles ; 
boogh  corollaries  which,  perhaps,  would  not  always  have 
Kjen  admitted  by  those  political  economi^ts  themselves. 

The  most  S'jientific  treatment  of  the  subject  which  I 
lave  met  with,  is  in  an  essay  on  the  effects  of  Machinery, 
>abIiBhed  in  the  We^trn  hitter  li^vitw  for  January  1826,  by 
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Mr.  'William  Ellis  ;*  wliich  was  doubtless  unknown  to  Mr. 
Wakefifkl,  "but  which  had  preceded  him,  thongh  hy  a  diffe^ 
ent  [latli,  in  several  of  his  leading  concliisiona.  This  essay 
exfited  little  notice,  partly  from  being  published  anoDv- 
moiislj"  ill  a  periodical,  and  partly  liecause  it  was  much  in 
advance  of  the  state  of  political  eeononij  at  the  time.  lu 
Mr,  Ellis'a  view  of  the  subject,  the  qnestious  and  difficulties 
raised  by  Mr.  Wakefield's  spL-eiilations  and  by  those  of  Dr. 
Clialraci'8,  find  a  solution  consistent  with  the  principles  of 
political  economy  laid  down  in  the  present  treatise. 

§  3.     There  is  at  every  time  and  place  some  particular 

ratp  of  profit,  which  is  the  lowest  that  will  induce  the 
people  ol  ihut  eouTitry  and  timo  to  accumulate  savings,  oiid 
to  employ  those  savings  productively.  This  minimum  rate 
of  profit  viirios  according  to  circuTnetanccs.  It  dojjcnds  on 
two  eU-mcntw.  One  is,  the  strength  of  the  effective  desire 
of  !ir-cuTiiu!iition ;  tlie  comparative  estimate  made  by  tha 
peojile  of  tliat  place  and  era,  of  future  interests  when 
weigheii  again.-t  present.  Tliis  element  chiefly  affei-ts  ibe 
inclination  to  save.  Tlic  other  element,  which  affects  not 
so  nincli  the  willingTic-s  to  save  a.s  the  disjiosition  toeinploV 
saving*  productively,  is  the  degree  of  security  of  capiwl 
engaged  in  imlnstriiil  uperatioiis.  A  state  of  general  Intt- 
ciirity.  no  doubt  affects  also  the  disposition  to  save.  A 
hoard  may  be  a  source  of  additional  danger  to  its  reputed 
p(n-.-,e*oiir.  But  ns  it  may  also  he  a  powerful  means  of  aviTt- 
ing  dangers,  the  effects  in  tins  respect  may  jierha]*  bo 
looked  upon  as  balanced.  But  in  employing  any  ftuitlfi 
which  a  jicrt-on  may  po^^ess  a.^  capital  on  his  own  account, 
ur  in  leniling  it  to  others  to  he  so  employed,  there  is  always 
ftonip  additional  l■i^!c,  over  and  above  that  incurred  by  keep- 
ing it  idle  in  his  own  custiwly.     Tliis  extra  risk  is  great  in 

*  .SuW  au  iiiiiL'b  liKtivi'  liiKiwn  \iy  liU  alxiatiilic  eierticms,  in  pen,  pune,  lod 
jn'r^"!!,  r<rr  llii;  1iu|ii'riii>nipnt  iif  p(i|ni1ui'  udiicHlifln,  mil  enpeciatt)'  for  ibc  Intre- 
dui'iiuji  intu  it  of  the  vlcwiitits  or  pniclinal  I'ulitieol  EcoDomj. 
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ortion  as  the  general  state  of  society  is  insecure  :  it  may 
juivalent  to  twenty,  tliirty,  or  fifty  per  cent,  or  to  no 
t  than  one  or  two  ;  something,  however,  it  must  always 
and  for  this,  tlic  expectation  of  profit  must  be  sufficient 
^mpensate. 

?here  would  be  adequate  motives  for  a  certain  amount 
ving,  even  if  capital  yielded  no  profit.  There  would  be 
iduceuient  to  lay  by  in  good  times  a  provision  for  bad ; 
58er\'e  something  for  sickness  and  infirmity,  or  as  a 
IS  of  leisure  and  independence  in  the  latter  part  of  life, 
help  to  children  in  the  outset  of  it.  Savings,  however, 
h  have  only  these  ends  in  view,  have  not  much  tend- 
to  increase  the  amount  of  capital  permanently  in  exist- 
.  These  motives  only  prompt  persons  to  save  at  one 
)d  of  life  what  they  purpose  to  consume  at  another,  or 
;  will  be  consumed  by  their  children  before  they  can 
)lctely  provide  for  themselves.  The  savings  by  which 
idition  is  made  to  the  national  capital,  usually  emanate 
the  desire  of  persons  to  improve  what  is  termed  their 
ition  in  life,  or  to  make  a  provision  for  children  or 
rs,  independent  of  their  exertions.  Now,  to  the  strength 
ese  inclinations  it  makes  a  verv  material  diiFerence  how 
b  of  the  desired  object  can  be  eflfected  by  a  given 
jnt  and  duration  of  self-denial ;  which  again  depends  on 
•ate  of  profit.  And  there  is  in  every  country  some  rate 
>rofit,  below  which  i)ei'son8  in  general  will  not  find 
iient  motive  to  save  for  the  mere  purpose  of  growing 
5r,  or  of  leaving  others  better  off  than  themselves, 
accumulation,  therefore,  by  which  the  general  capital 
creased,  requires  as  its  necessary  condition  a  certain 
of  profit :  a  rate  which  an  average  person  will  deem  to 
in  equivalent  for  abstinence,  with  the  addition  of  a 
Aewt  insurance  airainst  risk.  Tliere  are  alwavs  some 
ons  in  whom  the  effe(!tive  desire  of  accumulation  is  above 
iverage,  and  to  whom  less  than  this  rate  of  profit  is  a 
nent  inducement  to  save ;  but  these  merely  step  into 
place  of  others  whose  taste  for  exj>en8e  and  indulgence 
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is  beyond  the  average,  and  wlio,  instead  of  saving,  ptirli^ 
evtn  dissipiite  wliat  they  liave  received. 

1  hiive  already  observed   tliat  this   luiiuatuiii   rate  of 
profit,  less  than   wbieh  is  not  consiKtent  with  the  further 
iiiLTL'ase  of  capital,  i«  lower  in  soniii  slates  of  society  than  in 
utluTS ;   and  I  imiy  add,  that  the  kind  of  social  pH^rw 
eliaractt^ristic  of  our  ])reseiit  eivilizatioii,  tends  to  diiiiiniBli 
it.     In  tiiu  first  place,  one  of  the  aekiiowledgad  effbcts  of 
that  progress  is  an  ineresise  of  general  security.     Destrnc- 
tion  by  wars,  and  spoliation  by  private  or  public  violence, 
are  less  and  less  to  be  apprehended ;  and  the  improvenieiilB 
which  may  be  looked  for  in  edueation  and  in  the  adminis- 
tmtion  ol' jiistiee,  or,  in  their  default,  inereased  regard  for 
opinion,   aflbrd   a  growing   protection   against   fraud  and 
rttkh-ss  niif-nianapit nriL lit      Tlit  rioks  attending  the  invebt 
niLHt    of     saMUg'i     in     jinduttive    enipht\nitnt,     require 
tijeielort  a  fcrnalkr  late  ot  profit  to  Comj  eusate  for  tkm 
than  was  rt quirt d  a  (.entui-j  ago,  and  iidi  heieafter  require 
Ilis  tbm   it  jiiescnt      In  the  second  place,  it  is  also  one  of 
the  con-'e<^UL ticca  ul  cniluation  tiiiit  mtnkind  become  lea 
the  b1i\cb  of  the  moment,  and  ni  re  habituated   to  tanj 
then  di-vuts  and  pniposea  foiMaid   into  a  di-.tint   future 
Tills  iiicieasL  of  pniMdcnci    ]•,  a  natural  result  of  the  in 
CK  i.-fd  aoB 111  nice  \Mlh  wbuh  Intuntj   can  be  looked  for 
Maid  ti      lUid  IS   bL-nbs,  lavoiind  1  \  nioatol  the  influences 
mIihIi  \][  nidiisiiial  lilc  lxlhi-l^  umi  the  passions  and  inch 
ii  iTi  m-  1 1  liuiiuii  II  itiirc      In  proportion  as  life  has  fewer 
vii  is-itiidch  ds  h  ilnK  bii  onic  iii<  n    fixed,  and  great  pnzes 
aiL  lisa  tuid  lev  to  be  hi  pid  loi  b\  ain  olhor  means  than 
loli^  pcr-t  vcnnce,  111  iiikiti  I  ben  inc  niort  willing  to  sacnfii-e 
pr<h(iif  in  Uilgdu  I  t  II  (iiliire  fil  [nt-     Tliio  iiureascMl  capa- 
(it\  tf  f  iM  rhoiijit  in  1 -ilf  H  ntii  1  iiiiv  asMiredlj  find  other 
tiling'  to  exerii  i   i1-l!I    up  ii   tlmii  mi  rtaae  of  riclies  and 
Mine  f  "i-idcriliin       .nnutid  \ii(h  tin-  fopicwill  ehonly 
li  I  >ii  i     1  u|    n      Til    pM     III  km  1  ol  f-x  lal  progiPBS,  ho»- 
\    I     1     il    IK    t  t  I-    ll    ii_b   II  It   juhaps  to  nuriase  the 
desire  ot  ace  mil  libit  ion,  yet  to  m  eaken  tlie  obstacles  to  it, 
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Lad  to  dimiiiiBh  the  amount  of  profit  wliicli  people  abso- 
utely  require  as  au  iuduteinent  to  save  and  accumulate.  For 
hese  two  reasons,  diminution  of  risk  and  increase  of  provi- 
leuce,  a  profit  or  interest  of  three  or  lour  per  cent  is  as 
afficient  a  motive  to  the  hicrease  of  capital  in  England  at 
he  present  day,  as  thirty  or  forty  per  cent  in  the  Burmese 
Empire,  or  in  England  at  the  time  of  King  John.  In  IIol- 
uid  during  the  last  century  a  return  of  two  per  cent,  on 
;ovenunent  security,  wa:-  consistent  with  an  undiminibhed, 
f  not  with  an  increasing  capital.  But  though  the  mini- 
Qum  rate  of  profit  is  thus  liable  to  vary,  and  though  to 
pecify  exactly  what  it  is  would  at  any  given  time  be  im- 
Hjssible,  such  a  minimum  always  exists ;  and  whether  it  be 
ligh  or  low,  when  once  it  is  reached,  no  further  increase  of 
apital  can  for  the  present  take  place.  Tlie  country  has 
hen  attained  what  is  known  to  political  economists  under 
he  name  of  tlie  stationary  state. 

§  4.  We  now  arrive  at  the  fundamental  proposition 
?hich  this  chapter  is  intended  to  inculcate.  Wlien  a 
ountry  has  long  possessed  a  large  production,  and  a  large 
let  income  to  make  savings  from,  and  when,  therefore,  the 
aeans  have  long  existed  of  making  a  great  annual  addition 
o  capital;  (the  country  not  having,  like  America,  a  large 
eserve  of  fertile  land  still  unused  ;)  it  is  one  of  the  character- 
Btics  of  such  a  country,  that  the  rate  of  profit  is  habitually 
rithin,  as  it  were,  a  hand's  breadth  of  the  minimum,  and 
he  country  therefore  on  the  very  verge  of  the  stationary 
tate.  By  this  I  do  not  mean  that  this  state  is  likely,  in 
iny  of  the  great  countries  of  Euroj)e,  to  be  soon  actually 
eached,  or  that  capital  does  not  still  yield  a  ])rofit  C(»n- 
iderably  greater  than  what  is  barely  sufficient  to  induce 
be  people  of  those  countries  to  save  and  accumulate.  My 
aeaning  is,  that  it  would  require  but  a  short  time  to  reduce 
profits  to  the  minimum,  if  capital  continued  to  increase  at 
ta  present  rate,  and  no  circuinstances  having  a  tendency 
o  raise  the  rate  of  profit  occurred  in  the  meantime.    The  ex- 
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jKinsioii  of  rjijiiral  wonlil  ^^K;^n  reach  its  ultimate  bonndarv, 

it'  the  houiularv  itseh'  did  not  eoutinually  oi>en  aiid  leave 

iiiore  spai-e. 

In  KniTiand.  the  ordinary  rate  of  interest  on  government 

sivuritii^,  in  whieli  the  ri^k  is  next  to  nothin<;,  niav  beetti- 

niatoil  at  a  liirle  more  than  three  per  cent:  in  all  other iii- 

visinionts,  theivfiTi*,  the  interest  or  profit  calculated  upun 

.exvlusivily  k*X  what  is  }»n.»j>erly  a  reuiuneration  for  talent 

or  exertion  ■  must  he  as  niiK-h  more  than*  this  amount,  as  \6 

i\juivs'on:   t«>  liie  dci:ri*e  of  risk  to  which  the  capital  i? 

Tiuniirht  to  V»o  oxjiise*!.      Let  ns  sup]>ose  that  in  En^'IauJ 

0'o:j  >  •>:via]".  ;»  v.et  pr.»lit  as  L»ne  ikt  cent,  exclusive  of  insur- 

f 
:i:uv  ;ii:;ri:is:  r:>k.  wi-uM  constitute  a  sulKcient  inducement 

to  s;\\i\  h:::  :\.:\:  liss  than  this  would  not  be  a  sufficient 
indii»omo:.t.  1  lu-w  s;iv,  that  the  mere  continuance  of  the 
priM'n:  anr.ual  ::uria>e  of  e.;)pital.  if  no  circumstance  occar- 
ri\i  to  oov.:i:cr;\f:  i:s  tlfcv :.  would  suffice  in  a  small  number 
o:  \  I  :i:s  to  rt\:v.«.v  :V.i  nitr  of  net  pn:»fit  to  one  per  cent. 

To  •.:*?.!  ::.i-  «.;:.*::t:o:;-  of  the  hyjothesis,  we  must  sup- 
po>o  :r..  iVitiTx  rossriti'-n  of  the  exjMitation  of  capital  for 
lOTviirn  i:ni>:::.i:^:.  No  more  capital  sent  abroad  for  rail- 
wax  >,  or  loa:.>  ;  :..•  ii^ro  t miirrants  taking  capital  with  tlieiu, 
Tv^  :l;i^  V  oioUi^.  V  r  ro  .tI.vt  o-nntries :  no  fresh  advances 
:\;iv:i.  or  i-rviits  J:i^l^.,  hv  hankers  or  merchants  to  tlieir 
ro\:^*.  V  :\  >*.>•:  ii :.!?..  We  must  als<^  assume  that  there 
:r\  ■  !.\-'.  .  ..r  s.  f.-r  r.'..|T^nluciive  expt^nditure  hv  the 
::v»v»v  •..  •.  V  *  :v.  ♦:T:r:'i:ri-,  v^r  otherwisi.*;  and  none  of  tie 
w.in;.  .  :  i.i  :  ,"  v\':  i/;.  :;  w  takes  pi  are  by  the  failure  of 
u'..-^   :  .k.:  u>  ^\  ;  .   I'.i-  art-  !i miited  to  enirafft*  in  bv  the 

';o;»v  .f  :.  1  ;  "  r  ..  '..:  :":  a\  ^a::  Ix^  obtaineil  in  safe  paths 
a.  \\\c  :^:\>i-  :  '  a  :  ;.''.\  '.  w  ratv  of  protit.  We  must  sup- 
I'o-.  '.'-..  K.:  -v  -.i.  c^  :'  :]if  .o:^imnnitv  to  be  annuallv 
:  X ,  - '.  *.  :  .  •  i\;  "^  -.•"..:•  i ■•  i  i : :: : ■'. * •  v ment  within  the  coun- 
:ix  :-i  •.  .»•!•;«  ■.'.••.'>  ortTioil  bv  industrial  invt^n- 
:;o:.>,  o:  1»\    .    ■.     L  ,  \:i  • -Si  >;:".  >:i:ut:on  of  the  bej>t  known 

\v  w  w  :>o :  >  u ,  . .      "  I  - : :  .1 : 1  : . ^  s;-» v .  thai  there  would  lie 
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great  difficulty  in  finding  remunerative  ein))loyment  every 
year  for  so  much  new  capital,  and  most  would  conclude  that 
there  would  be  what  used  to  be  termed  a  general  glut ;  that 
cominoilitios  would  be  produced,  and  remain  unsold,  or  be 
sold  only  at  a  loss.  But  the  full  examination  which  we 
have  already  given  to  this  question,*  has  shown  that  this  is 
not  the  mode  in  which  the  inconvenience  would  be  experi- 
enced. The  difficulty  w^ould  not  consist  in  any  want  of  a 
market.  If  the  new  capital  were  duly  shared  among  many 
varieties  of  employment,  it  would  raise  up  a  demand  for  its 
own  produce,  and  there  would  be  no  cause  why  any  part 
of  that  produce  should  remain  longer  on  hand  than  for- 
merly. What  would  really  be,  not  merely  difficult,  but 
impossible,  would  be  to  employ  this  capital  without  sub- 
mitting to  a  rapid  reduction  of  the  rate  of  profit. 

As  capital  increased,  population  either  would  also  in- 
crease, or  it  would  not.  If  it  did  not,  wages  would  rise, 
and  a  greater  capital  would  be  distributed  in  wages  among 
the  same  number  of  labourers.  There  being  no  more  labour 
than  before,  and  no  ini])rovements  to  render  the  labour 
more  efficient,  there  would  not  be  any  increase  of  the  prod- 
uce ;  ai-d  as  the  capital,  however  largely  increased,  would 
only  obtain  the  same  gross  return,  the  whole  savings  of 
each  year  would  be  exactly  so  much  subtracted  from  the 
profits  of  the  next  and  of  every  following  year.  It  is  hardly 
necessary  to  say  that  in  such  circumstances  profits  would 
very  soon  fall  to  the  point  at  which  further  increase  of  cap- 
ital would  cease.  An  augmentation  of  capital,  much  more 
rapid  than  that  of  population,  must  soon  reach  its  extreme 
limit,  unless  accompanied  by  increased  efficiency  of  labour 
(through  inventions  and  discoveries,  or  improved  mental 
and  physical  education),  or  unless  some  of  the  idle  ])eople, 
or  of  the  unproductive  labourers,  became  productive. 

If  population  did  increase  with  the  increase  of  capital 
and  in  proportion  to  it,  the  fall  of  profits  would  still  be 
inevitable.     Increased  population  im^^lies  increased  demand 

*  Book  Hi.  chap.  14. 
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for  agriciiltiiral  produce.  In  ttie  absence  of  ii  liistrial  ir 
provements,  this  demand  can  only  be  Btippli(  1  at  an  in- 
creased cost  of  production,  either  by  cnltivating  worse  land, 
or  by  a  niurt:  elaboriite  and  costly  cultivation  of  tlie  lard 
nlrea<ly  nnder  tillage.  Tlie  cost  of  tlie  labourer's  subsistence 
is  therefore  increased  ;  and  unless  the  labourer  submits  to  a 
deterioration  of  liis  condition,  jn'ofits  must  fall.  In  an  o'J 
country  like  England,  if,  in  addition  to  supposing  all  r 
provement  in  domestic  agriculture  suspended,  we  snppoee 
that  there  is  no  increased  production  in  foieign  countriesfor 
the  English  market,  the  fall  of  profits  would  be  very  rapid. 
If  both  tlie.sc  avenues  to  an  increased  supply  of  food  were 
closed,  and  population  continued  to  increase,  as  it  is  said  to 
do,  at  the  rate  of  a  thousand  a  day,  all  waste  land  whicli 
admits  of  cultivation  in  the  existing  state  of  knowledge 
would  soon  be  cultivated,  and  the  cost  of  production  and 
price  of  food  would  be  so  increased,  that,  if  the  labourers 
received  the  increased  money  wages  necessary  to  conipin- 
sate  for  their  increased  cx]ienses,  profits  would  very  soon 
reach  the  niinimuni.  Tlie  fall  of  profits  would  be  retard- 
ed if  money  wages  did  not  rise,  or  rose  in  a  less  degree; 
hut  the  margin  wliich  can  be  gained  by  a  deterioration  of 
the  labourer's  condition  is  a  very  narrow  one;  in  general 
they  ciinnot  bear  niucli  rednction ;  when  they  can,  they 
have  also  a  higher  standard  of  necessary  requirements,  and 
u-III  not.  On  tile  wlmle,  therefore,  we  may  assume  that  in 
such  a  country  as  England,  if  the  present  annual  amount  of 
savings  were  to  continue,  without  any  of  the  counteracting 
circumstances  which  now  keep  in  check  the  natural  influ- 
ence of  those  saviiLgs  in  reducing  profit,  the  rate  of  profit 
would  speedily  altiiin  the  inininiurn,  and  all  further  accQ- 
nmlatiun  of  ciiiiital  would  for  ibe  present  ceaee. 

^  5.  AVliat,  t!i<'n,  aw  (hei^e  counteracting  cireumstanccB, 
which,  in  the  existing  state  of  things,  maintain  a  tolerably 
Cfjual  Btniggle  !igiiiu»t  tlic  downward  tendency  of  profits, 
and  prevent  the  great  annual  savings  which  take  place  in 
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this  country,  from  depressing  the  rate  of  profit  much  nearer 
to  that  lowest  point  to  which  it  is  always  tending,  and  which, 
left  to  itself,  it  would  so  promptly  attain  ?  The  resisting 
agencies  are  of  several  kinds. 

First  among  them,  we  may  notice  one  which  is  so 
simple  and  so  conspicuous,  that  some  political  economists, 
especially  M.  de  Sismondi  and  Dr.  Chalmers,  have  attend- 
ed to  it  almost  to  the  exclusion  of  all  others.  This  is,  the 
waste  of  capital  in  periods  of  over-trading  and  rash  specu- 
lation, and  in  the  commercial  revulsions  by  which  such 
times  are  always  followed.  It  is  true  that  a  great  part 
of  what  is  lost  at  such  perio<ls  is  not  destroyed,  but  merely 
transferred,  like  a  gambler's  losses,  to  more  successful  specu- 
lators. But  even  of  these  mere  transfers,  a  large  portion  is 
always  to  foreigners,  by  the  hasty  purchase  of  unusual 
quantities  of  foreign  goods  at  advanced  prices.  And  much 
also  is  absolutely  wasted.  Mines  are  opened,  railways  or 
bridges  made,  and  many  other  works  of  uncertain  pi-ofit 
commenced,  and  in  these  enterprises  much  capital  is  sunk 
which  yields  either  no  return,  or  none  adequate  to  the  out- 
lay. Factories  are  built  and  machinery  erected  beyond 
what  the  market  requires,  or  can  keep  in  employment. 
Even  if  they  are  kept  in  employment,  the  capital  is  no  less 
sunk ;  it  has  been  converted  from  circulating  into  fixed 
capital,  and  has  ceased  to  have  any  influence  on  wages  or 
profits.  Besid.es  this,  there  is  a  great  unproductive  con- 
sumption of  capital,  during  the  stagnation  which' follows  a 
period  of  general  over-trading.  Establishments  are  shut 
up,  or  kept  working  without  any  profit,  hands  arc  dis- 
charged, and  numbers  of  persons  in  all  ranks,  being  de- 
prived of  their  income,  and  thrown  for  support  on  their 
savings,  find  themselves,  after  the  crisis  has  passed  away, 
in  a  condition  of  more  or  less  impoverishment.  Such  are 
the  effects  of  a  commercial  revulsion  :  and  that  such  revul- 
nons  are  almost  periodical,  is  a  consequence  of  the  very 
tendency  of  profits  which  we  are  considering.  By  the  time 
a  few  years  have  passed   over  without  a  crisis,  so  much 


■'•* 


B  •  i  n^     rEjLJTES  rr.   § «. 


.•-»«»> 


.■  :.l  :-i:'*i.'  :  u?  '-mz  fci-r-mT/iaTt?!.?,  that  it  is  no  longer 
-.  *  -  '.->"  ::  k'  ::•.  ii.-:-u>:  •cu-i  proiit:  all  puUic 
snv  .-".:-  "">;  •  h  :  ^:.  T-:-,  i::r  HiTe  ot*  iiitiTest  on  the 
>.-:  ~.  r.i  "  -.  -»-:•  ::*  : /  '3.  !■>  T-.-rx  !  »w,  and  tlie  n»niplaint 
>  ^rTT-^i-  :j:-      j  ".».  >••:  ^  :*-  :'.:>::.t<<?  that  no  inoiiev  is  to 

■"»  ■ ..  .  '>.  i:  •.  -:  :  :  :  .  .  x:.i  :-«.-  f:ati«»narv  (.'ondition  of 
.  ■  .  :a.'.  V-.  ■"  :.:  i'T:  :  --.  ■.:'  :  .t><-  A^vninul  at  ions  went  un 
'M  :  ..:  \  V  •;. .- T.-r-.  :  r^  :r:..']:e:  But  the  diniinisliwi 
>. .\  -.  >•  i'.  -^:-:  ^i  r*.    ■-    .::.:>  :-. r>cr.s  :o  ffive  a  readv  carlo 

A'  ;    ;  -  ;■--">  ■■'     - -  «    '-  •  '>'.:j^*  at  t!ie  n>k  of  k>iisthe 

'    -..;     :    A  '  •_   :•  -^r-:    . :'  '.  r.r.: :   ^nd  si»et-nlations  en>ue, 

».  •  • 

V.  :  \  T.  •  :".  ;  <  ".^r*-: ..:: :  :\vu.>' •::>,  de>tn»v,  or  tran>for 
:  :.r.  .;,■>.  s  ■  •..>  i;.rs':*r  i:..':!.t  ol'  i*apitaK  jmxlun' a 
v:      '.  r.-.   ■^-:  .  :*   ::;t^>:  ,xr.-:  r-  vc:.  make  fchmh  tor  iK'sh 

T  >.  •;.  . : -ss.  .s  ••:  vv:.>:\raMe  tans*.*  whirh  am^ts 
,  -..'••^  V  '/  .  -  .;>  ■:  :  ::  :'..o  z::::.im-inu  bv  sweein'nsraway 
•T^.  :  .  :.  •  ■:  .%  v.\r:  :'  :"..c  a.vr.:nir.ati.\l  mass  bv  which 
:'..\  :.-\  :  '*.-:i  ■.  ■•:..  !>.::  f.is  i>  :u»r,  as  nii^rbt  l>e  inti'mil 
!Vv»v.:  :'..i  '..;•  ^  .^.  v:'  >  :•>.  wr'Tirss  the  principal  cause.  If 
i:  wi:\,  :'„t'  ,,s.  :a*.  .:  f  c  v\v:r.:rv  would  not  increase;  l»"t 
v:  Fv J* ;;:•..:  •:  /.  •<  .:  ;>.\:ls<  ^rtatly  and  rapidly.  Tliis  is 
s\ .  ^\  • .  :  V  :  *  t  *  • .  J  -V . .  >: :  j  :  ^> : :  u't  *  ven  v\?s  of'  a  I  most  al  I  taxes, 
V\  :'..*  .  r.:  *  a*.  ^';»^^:!.  .:*  :•!!  t::e  si::ns  of  national  wealth, 
:»•  !  '  V  :*  -.:■  ■  :  •  '  ■^^^-o  :'  >  i^ilaiion.  while  the  condition 
o'"  ::.i  '..  .-\:^  vvr.v'r.'v  is  vo:  on  the  whole  dei'linin:!. 
T:  I  so  r  .  v^-s  :r  ^v  :  ■  a:  l•a^•^.  ctviimerv-ial  n?vulsion,  how- 
ivi'i"  i:>.i<: :..->,  >  . -. r\  :*;ir  ''rvv:i  dt^stroying  all  the  capital 
wliirli  !.:is  l-.^  •..;■: !.-:  :.^  ::u  aivumnlatioiis  of  the  eountrj" 
>i:uv  liii'  l;.Ht  r\\-.:!>\''  rrw-^din::  it,  and  that,  invariablv, 
rv»o:::  i<  ri'l^cr  to  ::  -i  ov  :n:u'.r  t^r  the  proli table  emjdnymenl 
«•!  :i  }itr:rv:a!\\  i'.i  ri  i-i*  ir  .-afital,  i^>nsistently  with  ni»t 
foivii.ir  dt'wn  prv'ri:>  10  a  !"\\cr  mte. 

S  ♦».     Thi>  brill  pi  us  :o  tlu  sinmuuI  of  the  counter-agen- 
cies, namely,  improvinionts  in  pn^luctioiu     These  evidently 
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lave  the  effect  of  extending  what  Mr.  Wakefield  terms  the 
ield  of  employment,  that  is,  they  enable  a  greater  amount 
»f  capital  to  be  accumulated  and  employed  without  depresa- 
ng  the  rate  of  profit:  provided  always  that  they  do  not 
-aise,  to  a  proportional  extent,  the  habits  and  requirements 
►f  the  labourer.  If  the  labouring  class  gain  the  full  ad  van- 
age  of  the  increased  cheapness,  in  other  words,  if  money 
%'ages  do  npt  fall,  profits  are  not  raised,  nor  their  fall  re- 
Aixled.  But  if  the  labourers  people  up  to  the  improvement 
n  their  condition,  and  so  relapse  to  their  previous  state, 
profits  will  rise.  All  inventions  which  cheapen  any  of  the 
:hings  consumed  by  the  labourers,  unless  their  requirements 
ire  raised  in  an  equivalent  degree,  in  time  lower  money 
svages:  and  by  doing  so,  enable  a  greater  capital  to  be 
accumulated  and  employed,  before  profits  fall  back  to  what 
they  were  previously. 

Improvements  which  only  affect  things  consumed  exclu- 
sively by  the  richer  classes,  do  not  operate  precisely  in  the 
same  manner.  The  cheapening  of  lace  or  velvet  has  no 
effect  in  diminishing  the  cost  of  labour ;  and  no  mode  can 
be  pointed  out  in  which  it  can  raise  the  rate  of  profit,  so  as 
to  make  room  for  a  larger  capital  before  the  minimum  is 
attained.  It,  however,  produces  an  effect  which  is  virtually 
equivalent ;  it  lowers,  or  tends  to  lower,  the  minimum  itself. 
In  the  first  place,  increased  cheapness  of  articles  of  con- 
sumption promotes  the  inclination  to  save,  by  affording  to 
all  consumers  a  surplus  which  they  may  lay  by,  consist- 
ently with  their  accustomed  maimer  of  living ;  and  unless 
they  were  previously  suffering  actual  hardships,  it  will 
require  little  self-denial  to  save  some  part  at  least  of  this 
surplus.  In  the  next  place,  whatever  enables  people  to  live 
equally  well  on  a  smaller  income,  inclines  them  to  lay  by 
capital  for  a  lower  rate  of  profit.  If  people  can  live  on  an 
independence  of  500Z.  a  year  in  the  same  manner  as  they 
formerly  could  on  one  of  1000/.,  some  persons  will  be  in- 
duced to  save  in  hopes  of  the  one,  who  would  have  been 
deterred  by  the  more  remote  prospect  of  the  other.     All 
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improvements,  tlierefore,  in  the  production  of  almost  ajy 
commodity,  tend  in  some  degree  to  widen  the  interval  whieh 
haa  to  be  passed  before  arriving  at  the  stationary  state; 
hilt  this  effort  belongs  in  a  much  greater  degree  to  the  im- 
jirovements  whieh  affci^t  the  artirleu  consumed  by  the  la- 
bourer, since  these  conduce  to  it  in  two  ways;  they  indui'e 
people  to  accumulate  for  a  lower  profit,  and  they  also  raise 
the  rate  of  profit  itself. 

*5  7.  E*.jiiiviileiit  in  effvi-t  to  iinprovemcntsin  production, 
in  the  ueqitisitioii  of  any  now  power  of  obtaining  cheap  com- 
nioiiities  fniiii  fmeign  countries.  If  neeessariea  are  cheap- 
cTied,  whcthei'  they  are  so  by  improvements  at  Iiome  orim- 
portiitiuii  from  abroad,  is  exactly  the  same  thing  to  wages 
and  profits.  Unless  the  labourer  obtains,  and  by  an  im- 
jipovcniciit  of  his  habitnul  standard,  keeps,  the  whole  benefit, 
the  coat  of  labour  is  lowered,  and  the  rate  of  profit  raised. 
As  long  as  food  can  continue  to  he  imported  for  an  iucrea^ 
iug  piipidiitiiin  without  any  diminution  of  cheapness,  so  long 
the  dei'lensinn  of  profits  through  the  iucrease  of  population 
and  capital  is  arrested,  aud  accumulation  may  go  on  with- 
out making  the  rate  of  profit  draw  nearer  to  the  minimum. 
And  on  this  gronnil  it  is  believed  by  some,  that  the  repeal 
of  the  com  laws  has  opened  to  this  country  a  long  era  of 
rapid  increase  of  capital   with  an  undiminished   rate    of 

I"'"*- .... 

Before  impiiring  whether  this  expectation  is  reasonable, 
one  reuuirk  must  be  made,  which  is  much  at  variance  with 
rommonly  received  notiuiis.  Foreign  trade  does  not  neces- 
sarily increase  the  field  of  employment  for  capital.  It  is 
not  the  mere  opening  of  a  market  for  a  country's  prodnc- 
ti'.us,  that  tends  to  niiso  the  rate  of  profits.  If  notliing 
Wfi'e  fibtiiluni  in  exchange  for  those  productions  but  the 
hixiiHcs  iif  the  rich,  the  expeuses  of  no  capitalist  would  be 
dimiiii^licd ;  jirofit.s  would  not  be  at  all  raised,  nor  room 
made  for  the  nccnmnlalion  of  more  capital  without  submit- 
ting to  a  reilui'tion  of  profits :  and  if  the  attainment  of  the 
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tationary  state  were  at  all  retarded,  it  would  only  be 
ecaase  the  diminished  cost  at  which  a  certain  degree  of 
ixury  could  be  enjoyed,  might  induce  people,  in  that  pros- 
eet,  to  make  fresh  savings  for  a  lower  profit  than  they  for- 
lerly  were  willing  to  do.  When  foreign  trade  makes  room 
)r  more  capital  at  the  same  profit,  it  is  by  enabling  the 
ecessaries  of  life,  or  the  habitual  articles  of  the  labourer's 
onsumption,  to  be  obtained  at  smaller  cost.  It  may  do 
iis  in  two  ways ;  by  the  importation  either  of  those  com. 
lodities  themselves,  or  of  the  means  and  appliances  for 
roducing  them.  Cheap  iron  has,  in  a  certain  measure,  the 
ime  eflTect  on  profits  and  the  cost  of  labour  as  cheap  com, 
ecause  cheap  iron  makes  cheap  tools  for  agriculture  and 
heap  machinery  for  clothing.  But  a  foreign  trade  which 
either  directly,  nor  by  any  indirect  consequence,  increases 
lie  cheapness  of  anything  consumed  by  the  labourers,  does 
ot,  any  more  than  an  invention  or  discovery  in  the  like 
ase,  tend  to  raise  profits  or  retard  their  fall  ;  it  merely 
abstitutes  the  production  of  goods  for  foreign  markets,  in 
be  room  of  the  home  production  of  luxuries,  leaving  the 
mployment  for  capital  neither  greater  nor  less  than  before. 
t  is  true,  that  there  is  scarcely  any  export  trade  which,  in 
country  that  already  imports  necessaries  or  materials, 
omes  within  these  conditions :  for  every  increase  of  exports 
nables  the  country  to  obtain  all  its  imports  on  cheaper 
3rm8  than  before. 

A  country  which,  as  is  now  the  case  with  England, 
dmits  food  oC  all  kinds,  and  all  necessaries  and  the  mate- 
ials  of  necessaries,  to  be  freely  imported  from  all  parts  of 
be  world,  no  longer  depends  on  the  fertility  of  her  own 
>il  to  keep  up  her  rate  of  profits,  but  on  the  soil  of  the 
rhole  world.  It  remains  to  consider  how  far  this  resource 
an  be  counted  upon  for  making  head  during  a  very  long 
eriod  against  the  tendency  of  profits  to  decline  as  capital 
icreasee. 

It  must,  of  course,  be  supposed  that  with  the  increase  of 
iqpital,  population  also  increases ;  for  if  it  did  not,  the  con- 
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sequent  rise  of  wages  would  bring  down  profits,  in  spite  ol 
any  cheapness  of  food.  Suppose  then  that  the  population 
of  Great  Britain  goes  on  inereasing  at  its  present  rate,  and 
demands  every  year  a  supply  of  imported  food  considerablj 
heyund  that  of  the  year  preceding.  Tliis  annual  increase  in 
the  food  demandt'd  from  the  exporting  eountriea,  ean  onlv 
lie  olitained  eitier  by  great  improvements  in  their  agri- 
culture, or  by  the  application  of  a  great  additional  capital  to 
the  growth  of  food.  Tlic  foi-mcr  is  likely  to  be  a  very  slow 
proceirS,  from  tlie  rudeness  and  ignoi'ance  of  the  agricultural 
classes  in  the  food-exporting  countries  of  Europe,  while  the 
British  colonics  and  tlie  United  States  are  already  in  pos- 
session of  most  of  the  improvements  yet  made,  so  far  as 
Buitalde  to  their  ciroumstancea.  Tliere  remains  as  a  re- 
BOTiree,  the  extension  of  cultivation.  And  on  this  it  ie  to  be 
remarked,  that  the  capital  by  which  any  such  extension  can 
take  place,  is  ino.^tly  still  to  be  created.  In  Poland,  Ku&sia, 
Ilungary.  Spain,  the  increase  of  capital  is  extremely  slow. 
In  Anicricn  it  is  rapid,  but  not  more  rapid  than  the  popula- 
tion. T!ic  pnncipal  fund  at  present  available  for  siipplyiog 
this  country  with  a  yearly  increasing  importation  of  food,  is 
that  portion  of  the  annual  savings  of  America  which  has 
heretofore  been  applied  to  increasing  the  manufacturing 
cstablisiimcntB  of  tlie  United  States,  and  which  free  trade  m 
com  inny  po.*silily  divert  from  that  purpose  to  growing  food 
for  our  Tiiarkct.  This  limited  source  of  supply,  unless  great 
improvwiicnts  take  jdace  in  agriculture,  cannot  be  expected 
to  kcc]!  [lace  with  the  growing  demand  of.so  rapidly  in- 
creasing a  pojiniatiim  as  that  of  Great  Britain  ;  and  if  our 
jiopulatioii  and  cajiital  continue  to  increase  with  their  pres- 
ent rajiiility,  the  iinly  uiiHle  in  whlcli  food  can  continue  to 
\h-  su]i|iliril  chcNiily  to  tiic  ouc,  is  by  sending  the  other 
abroad  to  iirudiue  it. 

^  8.  lliia  brings  us  to  the  last  of  the  counter-forcea 
which  check  the  downward  tendency  of  profits  in  a  conntry 
wliose  capital  increases  faster  than  tliat  of  its  ncighboura,  and 
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whose  profits  are  therefore  nearer  to  the  minimum.  Tliis 
is,  the  perpetual  overflow  of  capital  into  colonies  or  foreign 
countries,  to  seek  higher  profits  than  can  be  obtained  at 
home.  I  believe  this  to  have  been  for  many  years  one  of 
the  principal  causes  by  which  the  decline  of  profits  in  Eng- 
land has  been  arrested.  It  has  a  twofold  operation.  In  the 
first  place,  it  does  what  a  fire,  or  an  inundation,  or  a  com- 
mercial crisis  would  have  done :  it  carries  off  a  part  of  the 
increase  of  capital  from  which  the  reduction  of  profits  pro- 
ceeds. Secondly,  the  capital  so  carried  off  is  not  lost,  but 
is  chiefiy  employed  either  in  founding  colonies,  which  be- 
come large  exporters  of  cheap  agricultural  produce,  or  in 
extending  and  perhaps  improving  the  agriculture  of  older 
communities.  It  is  to  the  emigration  of  English  capital, 
that  we  have  chiefiy  to  look  for  keeping  up  a  supply  of 
cheap  food.and  cheap  materials  of  clothing,  proportional  to 
the  increase  of  our  population  :  thus  enabling  an  increasing 
capital  to  find  employment  in  the  country,  without  reduc- 
tion of  profit,  in  producing  manufactured  articles  with  which 
to  pay  for  this  supply  of  raw  produce.  Thus,  the  exporta- 
tion of  capital  is  an  agent  of  great  efficacy  in  extending  the 
field  of  employment  for  that  which  remains :  and  it  may  be 
said  truly  that,  up  to  a  certain  point,  the  more  capital  we 
send  away,  the  more  we  shall  possess  and  be  able  to  retain 
at  home. 

In  countries  which  are  further  advanced  in  industry  and 
population,  and  have  therefore  a  lower  rate  of  profit,  than 
others,  there  is  always,  long  before  the  actual  minimum  is 
reached,  a  practical  minimum,  viz.  when  profits  have  fallen 
so  much  below  what  they  are  elsewhere,  that,  were  they  to 
fall  lower,  all  further  accumulations  would  go  abroad.  In 
the  present  state  of  the  industry  of  the  world,  when  there  is 
occasion,  in  any  rich  and  improving  country,  to  take  the 
minimum  of  profits  at  all  into  consideration  for  practical 
purposes,  it  is  only  this  practical  minimum  that  needs  be 
considered.  As  long  as  there  are  old  countries  where  capi- 
tal increases  very  rapidly,  and  new  countries  where  profit 
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is  still  higH,  profits  in  tlie  old  coiintries  will  not  sink  to  the 
ratt;  whicli  would  jiut  a  stop  to  accumulation  ;  tlie  fall  is 
stopped  at  the  point  wliieli  senda  capital  abi-oad.  It  is  only, 
however,  by  jmproveuients  in  production,  and  even  in  the 
production  of  thinj^s  consumed  by  labourers,  that  the  ca])ital 
of  a  country  like  England  is  prevented  from  speedily 
reaebing  that  degree  of  lowness  of  proiit,  which  would 
cause  all  further  savings  to  be  sent  to  find  employment  in 
tlic  colunies,  or  in  furcign  countries. 


CHAPTER  V. 

CONSEQUENCES  OF  THE  TENDENCY  OF  PROFITS  TO 

A  MINIMUM. 

§  1.  The  theory  of  the  effect  of  accumulation  on  pro£ 
its,  laid  down  in  the  preceding  chapter,  materially  alters 
many  of  the  practical  conclusions  which  might  otherwise  be 
supposed  to  follow  from  the  general  principles  of  Political 
Economy,  and  which  were,  indeed,  long  admitted  as  true 
by  the  highest  authorities  on  the  subject. 

It  must  greatly  abate,  or  rather,  altogether  destroy,  in 
countries  where  profits  arc  low,  the  immense  importance 
which  used  to  be  attached  by  political  economists  to  the 
effects  which  an  event  or  a  measure  of  government  might 
have  in  adding  to  or  subtracting  from  the  capital  of  the 
country.  We  have  now  seen  that  the  lowness  of  profits  is  a 
proof  that  the  spirit  of  accumulation  is  so  active,  and  that 
the  increase  of  capital  has  proceeded  at  so  rapid  a  rate,  as 
to  outstrip  the  two  counter-agencies,  improvements  in  pro- 
duction, and  increased  supply  of  cheap  necessaries  from 
abroad :  and  that  unless  a  considerable  portion  of  the 
annual  increase  of  capital  were  either  periodically  de- 
stroyed, or  exported  for  foreign  investment,  the  country 
would  speedily  attain  the  point  at  which  further  accumula- 
tion would  cease,  or  at  least  spontaneously  slacken,  so  as  no 
longer  to  overpass  the  march  of  invention  in  the  arts  which 
produce  the  necessaries  of  life.    In  such  a  state  of  things 

this,  a  sudden  addition   to  the  capital  of  the  country, 
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uiiafcoiiipanied  by  any  increase  of  prodiiftive  power,  would 
be;  but  of  transitory  dur&tion  ;  aitice  by  depressing  profit* 
and  interest,  it  would  citiier  diminish  by  a  corresponding 
nmoiuit  tlie  saviugs  wbii-!i  would  be  made  from  income  in 
tlie  year  or  two  following,  or  it  would  cause  kd  equivalent 
aniiJiiTit  to  be  sent  abroiiil,  or  to  be  wasted  in  rash  specula- 
tions. Neither,  ou  thi;  other  hand,  would  a  sudden  abfilrac- 
tion  of  capital,  unless  of  hiordinate  nmouni,  have  any  real 
effect  in  itni»)verishing  the  country.  After  a  few  months 
or  years,  tlicre  would  exist  in  the  country  jnat  as  much  cap- 
ital as  if  nono  had  been  taken  away.  Ttie  abstraction,  by 
raising  profits  and  interest,  would  give  a  fresh  stimulus  to 
the  accuniuliitive  |irincip!e,  wliieh  would  speedily  fill  up  the 
varniim.  Probably,  indeed,  the  only  effect  that  would 
eusne,  would  be  that  for  some  time  afterwards  less  capital 
would  be  exported,  and  less  thrown  away  in  liazardoiis 
speculation. 

In  the  fii'tt  place,  then,  this  view  of  things  greatly  weak- 
ens, in  a  wcallhy  and  industrions  country,  the  force  of  the 
ecoiiouiieal  argument  against  the  expenditure  of  pnblic 
money  for  really  valuable,  even  though  industriously  unpro- 
ductive, purpost'5!.  If  for  any  great  object  of  justice  or 
philnnthropie  policy,  such  as  the  industrial  regeneration  of 
iR'land.  or  a  comprehensive  measure  of  colonization  or  of 
public  education,  it  were  proposed  to  raise  a  large  sum  by 
way  of  loan,  politicians  need  not  demur  to  the  abstraction 
of  so  nuicli  capital,  as  tending  to  dry  np  the  permanent 
sources  of  ihe  country's  wealth,  and  dimini.sb  the  fund 
which  supplies  the  subisiatcncc  of  the  labouring  population. 
The  ulmost  cxpenM'  which  could  be  requisite  for  any  of 
these  purposes,  (vould  not  in  all  probability  deprive  one 
labourer  of  employment,  or  drminisli  the  next  year's  pro- 
duction by  one  ell  of  chilli  or  one  bushel  of  grain.  In  poor 
countries,  the  capital  of  the  country  rcqnires  the  legislator's 
sedulous  care  ;  be  is  bound  to  be  nioat  cautious  of  encroach- 
ing upon  it,  and  should  favour  to  the  utmost  its  accumulation 
at  lioniG,  and  its  introduction  from  abroad.     But  ia  rich, 
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popiilonB,  and  highly  cultivated  countries,  it  is  not  capital 
which  is  the  deficient  element,  but  fertile  land ;  and  what 
the  l^slator  should  desire  and  promote,  is  not  a  greater 
aggr^ate  saving,  but  a  greater  return  to  savings,  either 
by  improved  cultivation,  or  by  access  to  the  produce  of 
more  fertile  lands  in  other  parts  of  the  globe.  In  such 
countries,  the  government  may  take  any  moderate  portion 
of  the  capital  of  the  country  and  expend  it  as  revenue, 
without  affecting  the  national  wealth :  the  whole  being 
either  drajvn  from  that  portion  of  the  annual  savings  which 
would  otherwise  be  sent  abroad,  or  being  subtracted  from 
the  unproductive  expenditure  of  individuals  for  the  next 
year  or  two,  since  every  million  spent  makes  room  for 
another  million  to  be  saved  before  reaching  the  overflowing 
point.  When  the  object  in  view  is  worth  the  sacrifice  of 
such  an  amount  of  the  expenditure  that  furnishes  the  daily 
enjoyments  of  the  people,  the  only  well-grounded  economi- 
cal objection  against  taking  the  necessary  funds  directly 
from  capital,  consists  of  the  inconveniences  attending  the 
process  of  raising  a  revenue  by  taxation,  to  pay  the  interest 
of  a  debt. 

Tlie  same  considerations  enable  us  to  throw  aside  as 
unworthy  of  regard,  one  of  the  common  arguments  against 
emigration  as  a  means  of  relief  for  the  labouring  class. 
Emigration,  it  is  said,  can  do  no  good  to  the  labourers,  if, 
in  order  to  defray  the  cost,  as  much  must  be  taken  away 
from  the  capital  of  the  country  as  from  its  population. 
That  anything  like  this  proportion  could  require  to  be  ab- 
stracted from  capital  for  the  purpose  even  of  the  most  ex- 
tensive colonization,  few,  I  should  think,  would  now  assert : 
but  even  on  that  untenable  supposition,  it  is  an  error  to 
suppose  that  no  benefit  would  be  conferred  on  the  labouring 
class.  If  one-tenth  of  the  labouring  people  of  England  were 
transferred  to  the  colonies,  and  along  with  them  one-tenth 
of  the  circulating  capital  of  the  country,  either  wages,  or 
profits,  or  both,  would  be  greatly  benefited,  by  the  dimin- 
iahed  pressure  of  capital  and  population  upon  the  fertility  of 
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the  land.  Tlicre  woulj  lie  a  ri'duced  demand  for  food  :  the 
inferior  aralile  lands  wouJd  be  thrown  out  of  cultivation, 
and  would  become  jiasture ;  the  Ruperior  would  be  cul- 
tivated less  liifjhlv,  but  with  a  greater  proportional  returti ; 
food  would  be  lowered  in  price,  and  tliongb  money  wages 
would  not  ride,  ovltv  labourer  would  be  considerably  im- 
proved in  circumstances ;  an  iuiprovement  which,  if  no 
increased  stimulus  to  population  and  fall  of  wages  ensued, 
would  be  permanent ;  M'liile  if  there  did,  profits  would  rise, 
and  ai;cuniiilatiun  start  forward  so  as  to  repair  the  loss  of 
capital.  The  landlords  alone  would  sustain  some  loss  of 
income ;  and  even  tiiey,  oidy  if  colonization  went  to  the 
leiiglli  of  actually  diminisbing  capital  and  population,  but 
not  if  it  merely  carried  off  tlie  annual  increase. 

§  2.  I'rniii  tlic  same  priiieiplcti  we  are  now  able  to 
arrive  at  a  tiual  conclusion  I'esjieiting  the  efi'ects  which 
inacbinerVj  and  jrenerally  the  siiikinff  of  capital  for  a  pro- 
ductive puriiu^e,  ]irodiiee  upon  the  immediate  and  ulliniate 
inlcrests  of  tbo  bibo'iring  class.  The  ebaracteristic  property 
of  this  cla^s  of  indiiftnal  iniprovenicnts  is  the  conversion  of 
eireulalint;  enjiital  into  tixed  :  and  it  was  shown  in  the  first 
Bouli,*  thiit  in  it  country  where  capital  accumulates  slowly, 
the  introduction  of  Uiacliiriory,  permanent  iniprnvenients  of 
land,  and  llie  like,  mif^ht  be,  for  the  time,  extremely  inju- 
rious ;  since  ihe  capital  so  employed  might  be  dire<'tly 
taken  from  ibe  waj^es  fund,  the  subsistence  nf  the  people 
and  the  evnploymeiit  for  labour  curtailed,  and  the  grofs 
animal  produce  of  the  eonnlry  actually  diminished.  But  in 
a  country  of  great  aimnal  savings  and  low  profits,  no  giich 
efTccte  need  be  apprelii^nded.  Since  even  the  emigration 
of  eapilal,  or  its  unproductive  expenditnrc,  or  its  absolute 
waste,  do  not  in  siieli  a  country,  if  confined  within  any 
modej'iitc  bounds,  iit  all  diminish  the  aggregate  amount  of 
tlic  wages  fund — still  less  can  the  mere  conversion  of  a  like 
sum  intii  fixed  capital,  which  continnes  to  be  productive,  have 

•  Sii[irfl,  vul.  L.  p.  13a. 
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that  effect.  It  merely  draws  off  at  one  orifice  what  was 
already  flowing  out  at  another ;  or  if  not,  tlie  greater  vacant 
space  left  in  the  reservoir  does  but  cause  a  greater  quantity 
to  flow  in.  Accordingly,  in  spite  of  the  mischievous  de- 
rangements of  the  money-market  which  have  been  occa- 
sioned by  the  great  sums  in  process  of  being  sunk  in  rail- 
ways, I  cannot  agree  with  those  who  ai)prehcnd  any  mis- 
chief, from  this  source,  to  the  productive  resources  of  the 
country.  Not  on  the  absurd  ground  (which  to  any  one  ac- 
quainted with  the  elements  of  the  subject  needs  no  confuta- 
tion) that  railway  expenditure  is  a  mere  transfer  of  capital 
from  hand  to  hand,  by  which  nothing  is  lost  or  destroyed. 
This  is  true  of  what  is  spent  in  the  purchase  of  the  land  ;  a 
portion  too  of  what  is  paid  to  parliamentary  agents,  counsel, 
engineers,  and  surveyors,  is  saved  by  those  who  receive  it, 
and  becomes  capital  again :  but  what  is  laid  out  in  the 
land  fitie  construction  of  the  railway  itself,  is  lost  and  gone  ; 
when  once  expended,  it  is  incapable  of  ever  being  paid  in 
wages  or  applied  to  the  maintenance  of  labourers  again  ;  as 
a  matter  of  account,  the  result  is  that  so  much  food  and 
clothing  and  tools  have  been  consumed,  and  the  country 
has  got  a  railway  instead.  But  what  I  would  urge  is,  that 
sums  so  applied  are  mostly  a  mere  appropriation  of  the  an- 
nual overflowing  which  would  otherwise  have  gone  abroad, 
or  been  thrown  away  unprofitably,  leaving  neither  a  rail- 
way nor  any  other  tangible  result.  The  railway  gambling 
of  1844  and  1845  probably  saved  the  country  from  a  de- 
pression of  profits  and  interest,  and  a  rise  of  all  public  and 
private  securities,  which  would  have  engendered  still  wilder 
speculations,  and  when  the  effects  came  afterwards  to  be 
complicated  by  the  scarcity  of  food,  would  have  ended  in  a 
still  more  formidable  crisis  than  was  experienced  in  the 
years  immediately  following.  In  the  poorer  countries  of 
Europe,  the  rage  for  railway  construction  might  have  had 
worse  consequences  than  in  England,  were  it  not  that  in 
those  countries  such  enterprises  are  in  a  great  measure 
carried  on  by  foreign  capital.    The  railway  operations  of 
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the  various  nations  of  the  world  may  be  looked  upon  as 
!i  Bort  of  competition  for  the  overflowing  capital  of  the 
countries  where  profit  is  low  and  capital  abundant,  as  Eng- 
land and  Jloltiind.  The  English  railway  speeulationa  are  a 
straggle  to  lieep  our  annual  iiicrcaBe  of  eajiita!  at  home; 
tliose  of  foreign  countries  are  an  eflfort  to  obtain  it.* 

It  already  appeai-s  from  these  considerations,  that  the 
converuion  of  eii^'iilaliiig  capital  into  fixed,  whether  by 
railways,  or  manufactories,  or  ships,  or  machinery,  or 
canals,  or  mincij,  or  works  of  dminage  and  irrigation,  is  not 
liki^ly,  in  any  rich  country,  to  diminish  the  gross  produce 
or  the  amount  of  employment  for  labour.  How  much  then 
is  the  case  strengthened,  when  we  consider  that  these  trans- 
formations of  capital  are  of  the  nature  of  improvements  in 
production,  which,  instead  of  ultimately  diminishing  eireula- 
ting  capital,  are  the  uocussary  cunditionft  of  its  increase,  since 
they  alone  enable  a  coimtry  to  jtosser*  a  constantly  ang- 
mcnting  capital,  without  reducing  profits  to  the  rate  which 
would  cause  accumulation  to  stop.  There  is  hardly  any  in- 
crease of  fixed  capital  which  does  not  enable  the  country  to 
contain  eventually  a  larger  circulating  capital,  than  it  other- 
wise could  pos.scss  and  employ  within  its  own  limits;  for 
there  is  hardly  any  creation  of  fixed  capital  which,  when  it 
proves  successful,  does  not  cheapen  the  articles  on  which 
wages  are  habitually  expended.  All  capital  sunk  in  the 
peruinncnt  improveuiciit  of  land  lc.=iBens  the  cost  of  food  and 
materials;  ahiioi^t  all  improvements  in  machinery  cheapen 
the  labourer's  clothing  or  lodging,  or  the  tools  with  which 
these  are  made;  improvements  in  locomotion,  such  as  rail- 
ways, cheapen  to  the  consiuucr  all  things  which  are  broughi 
from  a  distance.  All  these  improvements  make  the  labour 
ers  better  ofi"  with  the  same  money  wages,  better  ofl^  if  llicj 
do  not  incrca,<u  their  rate  of  multiplication.     But  if  they  do. 

■  It  Is  har>Kf  mfilM  \n  point  niit  li'iw  fully  llie  remarka  in  (lie  leM  (whith 
1  have  leli  m  Ihcy  orii,-iimllj  slnml)  hmc  been  Terifled  by  aubsequcnl  f«cW.  Tit 
L-Hpilal  uf  the  VQUlili'V,  Tiir  Irlim  having  been  id  any  degree  impured  b;  Uie  lirgs 
unount  sunk  in  ruilwH;  constiuclion,  was  Boon  again  overflowing. 
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and  wages  consequently  fall,  at  least  profits  rise,  and,  while 
accumulation  receives  an  immediate  stimulus,  room  is  made 
for  a  greater  amount  of  capital  before  a  sufficient  motive 
arises  for  sending  it  abroad.  Even  the  improvements  which 
do  not  cheapen  the  things  consumed  by  the  labourer,  and 
which,  therefore,  do  not  raise  profits  nor  retain  capital  in 
the  country,  nevertheless,  as  we  have  seen,  by  lowering 
the  minimum  of  profit  for  which  people  will  ultimately  con- 
sent to  save,  leave  an  ampler  margin  than  previously  for 
eventual  accumulation,  before  arriving  at  the  stationary 
state. 

We  may  conclude,  then,  that  improvements  in  produc* 
tion,  and  emigration  of  capital  to  the  more  fertile  soils  and 
unworked  mines  of  the  uninhabited  or  thinly  peopled  parts 
of  the  globe,  do  not,  as  appears  to  a  superficial  view,  dimin- 
ish the  gross  produce  and  the  demand  for  labour  at  home, 
but,  on  the  contrary,  are  what  we  have  chiefly  to  depend  on 
for  increasing  both,  and  are  even  the  necessary  conditions  of 
any  great  or  prolonged  augmentation  of  either.  Nor  is  it 
any  exaggeration  to  say,  that  within  certain,  and  not  very 
narrow,  limits,  the  more  capital  a  country  like  England 
expends  in  these  two  ways,  the  more  she  will  have  left. 


CHAPTER  VI. 


OF   TUE   STATIONARY   STATE. 


g  1.  TiiF.  ])re(*ediiig  chapters  comprise  the  general 
theory  of  tlie  ecoiioniical  ]>rot!rreiis  of  societv,  in  the  sense 
ill  wliicli  tlio-e  tcMins  are  commonly  understood  ;  the  prog- 
ress of  ca])ital,  of  population,  and  of  the  productive  arts. 
But  in  contemplating  any  progressiye  movement,  not  in  its 
nature  unlimited,  the  mind  is  not  satisfied  with  merelv  trac- 
ing  tlie  hl^ys  of  tlie  moyement  ;  it  cannot  but  ask  the  further 
4nc>tIoii,  to  \yliat  goal  ^  To\yards  what  ultimate  point  is 
>ocl^'ty  tending  l)y  its  industrial  progress?  When  the  prog- 
ress ceases,  in  \yliat  condition  are  we  to  expect  that  it  will 
Icnye  mankind  t 

h  mu>t  always  lune  been  seen,  more  or  less  distinctly, 
l)y  jxilitical  economists,  that  the  increase  of  wealth  is  not 
IxmukIIcss  :  tliat  at  the  end  of  what  tliev  term  the  pro- 
gressive state  lies  the  stationary  state,  that  all  progress  in 
Wealth  is  hut  a  ])ostponement  of  this,  and  that  each  step  in 
adsaih-e  is  an  a[»])r(»aeli  to  it.  AVe  have  now  been  led  to 
recognize  tirat  this  ultimate  goal  is  at  all  thnes  near  enough 
to  he  fully  in  yiew  ;  tliat  we  are  always  on  the  verge  of  it, 
and  tliat  if  we  have  not  reached  it  long  ago,  it  is  because 
the  goal  it>«'lf  tiles  bctore'  lis.  The  richest  and  most  pros- 
inToiis  con ntries  would  yery  s<K)n  attain  the  stationary 
>tatc,  it'  no  further  inipi-oyements  were  made  in  the  pro- 
duct iye  ai'ts,  and  it'  there  were  a  sus])ension  of  the  overflow 
of  (a])ital  from  those  countries  into  the  uncultivated  or  ill- 
culti\ated  regions  (;f  the  earth. 
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This  impossibility  of  ultimately  avoiding  the  stationary 
state — this  irresistible  necessity  that  the  stream  of  human 
industry  should  finally  spread  itself  out  into  an  apparently 
stagnant  sea — must  have  been,  to  the  political  economists 
of  the  last  two  generations,  an  unpleasing  and  discouraging 
prospect ;  for  the  tone  and  tendency  of  their  speculations 
goes  completely  to  identify  all  that  is  economically  desirable 
with  the  progressive  state,  and  with  that  alone.  With  Mr. 
M'Culloch,  for  example,  prosperity  does  not  mean  a  large 
j>roihu'tion  and  a  good  distribution  of  wealth,  but  a  rapid 
increase  of  it ;  his  test  of  prosperity  is  high  profits ;  and  as 
the  tendency  of  that  very  increase  of  w^ealth,  which  he  calls 
prosperity,  is  towards  low  profits,  economical  progress,  ac- 
eoi-ding  to  him,  must  tend  to  the  extinction  of  prosperity. 
Adam  Smith  always  assumes  that  the  condition  of  the  mass 
of  the  people,  though  it  may  not  be  positively  distressed, 
must  be  pinched  and  stinted  in  a  stationary  condition  of 
wealth,  and  can  only  be  satisfactory  in  a  progressive  state. 
The  doctrine  that,  to  however  distant  a  time  incessant 
struggling  may  put  ofi*  our  doom,  the  progress  of  society 
must  "  end  in  shallows  and  in  miseries,"  far  from  being,  as 
many  people  still  believe,  a  wicked  invention  of  Mr.  Mal- 
thus,  was  either  expressly  or  tacitly  afiirmed  by  his  most 
distinguished  ,  predecessors,  and  can  only  be  successfully 
combated  on  his  principles.  Before  attention  had  been 
directed  to  the  principle  of  population  as  the  active  force  in 
determining  the  remuneration  of  labour,  the  increase  of 
mankind  was  virtually  treated  as  a  constant  quantity  :  it 
was,  at  all  events,  assumed  that  in  the  natural  and  normal 
itate  of  human  affairs  population  must  constantly  increase, 
from  which  it  followed  that  a  constant  increase  of  the  means 
of  Bupj)ort  w^as  essential  to  the  physical  comfort  of  the  mass 
of  mankind.  The  publication  of  Mr.  Malthus' .Essay  is  the 
era  from  which  better  views  of  this  subject  must  be  dated  ; 
and  notwithstanding  the  acknowledged  errors  of  his  first 
edition,  few  wTiters  have  done  more  than  himself,  in  the 
subsequent  editions,  to  promote  these  juster  and  more  hope- 
ful anticinations. 
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Even  in  a  progressive  state  of  capital,  in  old  countries,  a 
conscientious  or  prudential  restraint  on  population  is  indi^ 
pensable,  to  prevent  the  increase  of.  numbers  from  outstrip- 
ping the  increase  of  capital,  and  the  condition  of  the  clafleea 
who  are  at  the  bottom  of  society  from  being  deteriorated. 
Where  there  is  not,  in  the  people,  or  in  some  very  large  pro- 
portion of  them,  a  resolute  resistance  to  this  deterioration— 
a  determination  to  preserve  an  established  standard  of  com- 
fort— the  condition  of  the  poorest  class  sinks,  even  in  a  pro- 
gressive state,  to  the  lowest  point  which  they  will  consent 
to  endure.  The  same  detennination  would  be  equally 
effectual  to  keep  up  their  condition  in  the  stationaiy  state, 
and  would  be  quite  as  likely  to  exist.  Indeed,  even  now, 
the  countries  in  which  the  greatest  prudence  is  manifested 
in  the  regulating  of  population,  are  often  tliose  in  which 
capital  increases  least  rapidly.  Where  there  is  an  indefinite 
prospect  of  employment  for  increased  numbers,  there  is  apt 
to  appear  less  necessity  for  prudential  restraint.  If  it  wwe 
evident  that  a  new  hand  could  not  obtain  employment  but 
by  displacing,  or  succeeding  to,  one  already  employed,  the 
combined  influences  of  pnidence  and  public  opinion  might  in 
some  measure  be  relied  on  for  restricting  the  coming  genera- 
tion within  the  numbers  necessary  for  replacing  the  present 

§  2.  I  cannot,  therefore,  regard  the  stationary  state  of 
capital  and  wealth  with  the  unaffected  aversion  so  generally 
manifested  towards  it  by  political  economists  of  tlie  old 
school.  I  am  inclined  to  believe  that  it  would  be,  on  the 
whole,  a  very  considerable  improvement  on  our  present 
condition.  I  confess  I  am  not  charmed  with  the  ideal  of 
life  held  out  by  those  who  think  that  the  normal  state  of 
human  beings  is  that  of  struggling  to  get  on ;  that  the 
trampling,  crushing,  elbowing,  and  treading  on  each  other'* 
heels,  which  form  the  existing  type  of  social  life,  are  the 
most  desirable  lot  of  human  kind,  or  anything  but  the  dis- 
agreeable symptoms  of  one  of  the  phases  of  industrial  prt^" 
ress.    Tlie  northern  and  middle  states  of  America  are  a 
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specimen  of  this  stage  of  civilization  in  very  favourable  cir- 
crunistances  ;  having,  apparently,  got  rid  of  all  social  injust- 
ices and  inequalities  that  affect  persons  of  Caucasian  race 
md  of  the  male  sex,  while  the  proportion  of  population  to 
capital  and  land  is  such  as  to  ensure  abundance  to  every 
ible-bodied  member  of  the  community  who  does  not  forfeit 
t  by  misconduct.  They  have  the  six  points  of  Chartism, 
uid  they  have  no  poverty :  and  all  that  these  advantages 
jeem  to  have  yet  done  for  them  (notwithstanding  some 
incipient  signs  of  a  better  tendency)  is  that  the  life  of  the 
whole  of  one  sex  is  devoted  to  dollar-hunting,  and  of  the 
>ther  to  breeding  dollar-hunters.  This  is  not  a  kind  of 
jocial  perfection  which  philanthropists  to  come  will  feel  any 
?ery  eager  desire  to  assist  in  realizing.  Most  fitting,  indeed, 
is  it,  that  while  riches  are  power,  and  to  grow  as  rich  as  pos- 
sible the  universal  object  of  ambition,  the  path  to  its  attain- 
ment should  be  open  to  all,  without  favour  or  partiality. 
But  the  best  state  for  human  nature  is  that  in  which,  while 
ao  one  is  poor,  no  one  desires  to  be  richer,  nor  has  any 
reason  to  fear  being  thrust  back,  by  the  efforts  of  others  to 
push  themselves  forward. 

That  the  energies  of  mankind  should  be  kept  in  em- 
ployment by  the  struggle  for  riches,  as  they  were  formerly 
by  the  struggle  of  war,  until  the  better  minds  succeed  in 
educating  the  others  into  better  things,  is  undoubtedly 
more  desirable  than  that  they  should  rust  and  stagnate. 
(Vliile  minds  are  coarse  they  require  coarse  stimuli,  and 
et  them  have  them.  In  the  meantime,  those  who  do  not 
iccept  the  present  very  early  stage  of  human  improvement 
«  its  ultimate  type,  may  be  excused  for  being  comparatively 
ndifferent  to  the  kind  of  economical  progress  which  excites 
be  congratulations  of  ordinary  politicians ;  the  mere  in- 
rease  of  production  and  accumulation.  For  the  safety  of 
lalional  independence  it  is  essential  that  a  country  should 
lot  fall  much  behind  its  neighbour  in  these  things.  But  in 
hemselves  they  are  of  little  importance,  so  long  as  either  the 
Dcrease  of  population  or  anything  else  prevents  the  mass  of 
61 
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the  people  from  reajiing  any  part  of  the  benefit  of  them,  1 
know  not  why  it  elidiild  be  matter  of  congi 'at illation  ibat 
persons  who  are  almarty  riclier  than  any  one  needs  to  be, 
should  hiivedoiiiiled  tht-ir  means  of  conauming  things  wliicli 
give  little  or  no  pleasure  excej)t  as  representative  of  wealth; 
or  that  numbers  of  individuals  should  pass  over,  every  year, 
from  the  middle  elasses  into  a  richer  class,  or  from  the  class 
of  the  occupied  rich  to  that  of  the  unoecnpied.  It  is  onlj 
in  the  backward  countries  of  the  world  that  increased  pro- 
duftion  is  still  an  important  object :  in  those  moat  advanced, 
what  is  economically  needed  is  a  better  distribution,  of 
■whh'h  one  iiidiepensable  means  is  a  stricter  restraint  on  popu- 
lation. Levelling  institutions,  either  of  a  just  or  of  an 
unjust  kind,  cainiot  alone  accomplish  it;  they  may  low« 
the  heights  of  society,  hut  they  cannot,  of  themselves,  pa" 
manently  raise  the  deptlis. 

On  the  other  hand,  we  may  suppose  this  better  distriba- 
tinn  of  ]iroperty  attained,  by  tlie  joint  effect  of  the  prudence 
and  frugality  of  individuals,  and  of  a  system  of  legislation 
favouring  equality  of  fortunes,  so  far  as  is  consistent  with 
the  just  claim  of  the  individual  to  the  fruits,  whether  great 
or  small,  of  his  or  her  own  industry.  A¥e  may  suppose,  fur 
in-stance,  {according  to  the  suggostion  thrown  out  in  a  for- 
mer chapter,*)  a  limitation  of  the  sum  wliieh  any  one  per- 
son may  acquire  liy  gii>  or  inheritance,  to  the  amount  suffi- 
cient (o  corjstirute  ii  uiodemte  independence.  Under  this 
twofold  iiidiicnce,  society  would  exhibit  these  leading  fea- 
tures :  !t  well-paid  and  affluent  body  of  labourers  ;  no  enor- 
mous fortunes,  excejit  what  were  earned  and  accumulatai 
during  a  siiifjle  lifetime  ;  but  a  much  larger  body  of  persons 
than  at  present,  n<it  only  exempt  from  the  coarser  toils,  but 
■with  sufficient  leisure,  both  ])liysieal  and  mental,  from  me- 
eliMnicfil  details,  in  cultivate  freely  the  graces  of  life,  and 
alfonl  e.vamjiles  of  them  to  the  classes  less  favourably  cir 
euni-^itanced  fiir  their  growth.  This  condition  of  society,  *o 
greatly  ]ircferable  to  the  present^  is  not  only  perfectly  com- 
•  f^upra,  vol.  i.  pp.  288-91. 
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>atible  with  the  stationary  Btate,  but,  it  would  seem,  more 
latnrally  allied  with  that  state  than  with  any  other. 

There  is  room  in.  the  world,  no  donbt,  and  even  in  old 
;oiintries,  for  a  great  increase  of  population,  supposing  the 
irts  of  life  to  go  on  improving,  and  capital  to  increase. 
3nt  even  if  innocuous,  I  confess  I  see  very  little  reason  for 
iesiring  it.  The  density  of  population  necessary  to  enable 
nankind  to  obtain,  in  the  greatest  degree,  all  the  advan- 
ages  both  of  co-operation  and  of  social  intercourse,  has,  in  all 
he  most  populous  countries,  been  attained.  A  population 
nay  be  too  crowded,  though  all  be  amply  supplied  with 
bod  and  raiment.  It  is  not  good  for  man  to  be  kept  per- 
brce  at  all  times  in  the  presence  of  his  species.  A  world 
rom  which  solitude  is  extirpated,  is  a  very  poor  ideal. 
Jolitnde,  in  the  sense  of  being  often  alone,  is  essential  to 
iny  depth  of  meditation  or  of  character ;  and  solitude  in 
he  presence  of  natural  beauty  and  grandeur,  is  the  cradle 
)f  thoughts  and  aspirations  which  are  not  only  good  for  the 
ndividual,  but  which  society  could  ill  do  without.  Nor  is 
here  much  satisfaction  in  contemplating  the  world  with 
lothiug  left  to  the  spontaneous  activity  of  nature ;  with 
jvery  rood  of  land  brought  into  cultivation,  which  is  capable 
>f  growing  food  for  human  beings ;  every  flowery  waste  or 
latnral  pasture  ploughed  up,  all  quadnipeds  or  birds  which 
ure  not  domesticated  for  man^s  use  exterminated  as  his 
•ivals  for  food,  every  hedgerow  or  superfluous  tree  rooted 
mt,  and  scarcely  a  place  left  where  a  wild  shrub  or  flower 
;oald  grow  without  being  eradicated  as  a  weed  in  the  name 
>f  improved  agriculture.  If  the  earth  must  lose  that  great 
portion  of  its  pleasantness  which  it  owes  to  things  that  the 
inlimited  increase  of  wealth  and  population  would  extirpate 
Tom  it,  for  the  mere  purpose  of  enabling  it  to  support  a 
aiger,  but  not  a  better  or  a  happier  population,  I  sincerely 
lope,  for  the  sake  of  posterity,  that  they  will  be  content  to 
ye  Btationaiy,  long  before  necessity  compels  them  to  it. 

It  is  scarcely  necessary  to  remark  that  a  stationary  condi- 
ian  of  capital  and  population  implies  no  stationary  state  of 
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human  improvement.  There  would  be  as  ranch  scope  ag 
ever  for  all  kinds  of  mental  eultni-e,  and  moral  and  social 
progress  ;  as  ranch  room  for  improving  the  Art  of  Living, 
and  much  more  likeliliood  of  its  being  improved,  when 
minds  cease*!  to  be  engrosseil  by  the  art  of  getting  on. 
Even  the  industrial  arts  might  be  aa  earnestly  and  assuc- 
ceasfiilly  cultivated,  with  this  sole  difference,  that  instead  of 
serving  no  pnrptise  but  the  im^rense  of  wealth,  industrial 
improvements  would  pnjduee  their  legitimate  effect,  that  of 
abridging  ialxnir,  Hilherto  it  is  questionable  if  all  the 
iTiechanieal  inventions  yet  made  have  lightened  the  day's 
toil  of  any  hnman  btiing.  Tliey  have  enabled  a  greater 
]K)pnlatii»ii  to  live  the  same  life  of  drudgery  and  imprisoQ- 
ment,  and  an  inereased  nnmber  of  inannfactnrers  and  othere 
to  make  fortunes.  Tliey  have  increased  the  comforts  of  the 
middle  classes.  But  they  have  not  yet  begun  to  effect  those 
great  changes  in  hnman  destiny,  which  it  is  in  their  natare 
and  in  their  futurity  to  accomplish.  Only  when,  in  addi- 
tion to  just  institutions,  the  increase  of  mankind  shall  he 
iindrr  the  deliberate  guidance  of  judicious  foresight,  can  the 
conquests  made  from  the  powers  of  nature  by  the  intellect 
and  energy  of  scientific  discoverers,  become  the  common  pro- 
perty of  the  species,  and  the  means  of  improving  and  eleva- 
ting the  universal  lot. 


VIL 


ON  THE  PROBABLE  FUTURITY  OF  THE  LABOURING 

CLASSEa 

§  1.  The  observations  in  the  preceding  chapter  had  for 
their  principal  object  to  deprecate  a  false  ideal  of  human 
society.  Their  applicability  to  the  practical  purposes  of 
present  times,  consists  in  moderating  the  inordinate  impor- 
tance attached  to  the  mere  increase  of  production,  and  fixing 
attention  upon  improved  distribution,  and  a  large  remu- 
neration of  labour,  as  the  two  desiderata.  Wliether  the 
aggregate  produce  increases  absohitely  or  not,  is  a  thing  in 
which,  after  a  certain  amount  has  been  obtained,  neither 
the  legislator  nor  the  pliilanthropist  need  feel  any  strong 
interest :  but,  that  it  should  increase  relatively  to  tlie  num- 
ber  of  those  who  share  in  it,  is  of  tlie  utmost  possible  im- 
portance ;  and  this,  (whether  the  wealth  of  mankind  be 
stationar}',  or  increasing  at  the  most  rapid  rate  ever  known 
in  an  old  country,)  must  depend  on  the  opinions  and  habits 
of  the  most  numerous  class,  the  class  of  manual  labourers. 

When  I  speak,  either  in  this  place  or  elsewhere,  of  "  the 
labouring  classes,"  or  of  labourers  as  a  "  class,"  I  use  those 
phrases  in  compliance  with  custom,  and  as  descriptive  of 
an  existing,  but  by  no  means  a  necessary  or  permanent, 
state  of  social  relations.  I  do  not  recognize  as  either  just  or 
salutary,  a  state  of  society  in  which  there  is  any  "  class" 
which  is  not  labouring;  any  human  beings,  exempt  from 
bearing  their  share  of  the  necessary  labours  of  human  life, 
except  those  unable  to  labour,  or  who  have  fairly  earned 
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rest  by  previous  toil.  So  long,  however,  as  the  great  social 
evil  exists  of  a  non-laboiiriiig  class,  labourers  also  constitute 
a  clasii,  and  may  be  Broken  of,  thoiigli  only  provisionally, 
in  that  clmracter. 

Considered  in  its  moral  and  social  aspect,  the  slate 
of  thi-  labouring  ]ieo|ile  has  latterly  been  a  subject  of  mucli 
more  speculation  and  discussion  than  formerly ;  and  t!ie 
opinion,  that  it  is  not  now  what  it  ought  to  be,  has  become 
very  general.  The  suggestions  which  have  been  pronml- 
gatc<l,  anil  the  controversies  which  have  been  excited,  on 
detached  |H»int&  ratlier  than  on  the  foundations  of  the  sub- 
ject, have  ])ut  in  evidence  tbe  existence  of  two  conflicting 
theories,  rer^pecting  the  social  position  desirable  for  manual 
labourers.  'ITie  one  may  be  called  the  theory  of  depend- 
ence and  protection,  the  otlier  that  of  self-dependence, 

Accoi-ding  to  the  former  theory,  the  lot  of  the  poor,  in 
all  things  which  affect  them  collectively,  should  be  regula- 
ted yb/*  them,  not  h'j  them,  Tliey  should  not  be  required 
or  encouraged  to  think  for  themselves,  or  give  to  their  own 
reflection  or  forcca-st  an  influential  voice  in  the  detennini- 
tion  of  their  destiny.  It  is  sujiposed  to  be  the  duty  of  the 
higher  classes  to  think  for  llieni,  and  to  take  the  responsi- 
bility of  their  lot,  a.s  the  commander  and  officers  of  an  army 
take  that  uf  the  soldiere  composing  it.  Tliis  function,  it  is 
contended,  the  highci"  classes  should  prepare  themselves  to 
]pi'rfonn  eonwientiously,  and  their  whole  demeanour  should 
itiiprcs-s  till-  ]io<.ir  with  a  reliance  on  it,  in  order  that,  while 
yii'ldirijc  passive  iiinl  active  obedience  to  the  rules  prescribed 
\\<r  tlieiij,  tlicy  iiiay  rciiign  tbeinselves  in  all  other  respects 
to  a  trustful  lii^inK'iani-c,  and  rc]iose  under  the  shadow  of 
their  prolectiirs.  The  i-clation  between  rich  and  poor,  ac- 
coniin;;  til  this  theocy,  (n  theory  also  apjilied  to  the  relatioa 
l^'tuci'ii  nu'ti  and  women)  should  he  only  partly  authorita- 
tive; it  ^hiinld  be  amiable,  moral,  and  sentimental:  affec- 
tionate tutelngc  on  the  one  ^il!c,  ro8]>cctfiil  and  grateful  def- 
erence on  the  other.  The  rich  should  be  in  loco  jmrentU 
to  the   i>our,  guiding   and  re-straining   them  like  children. 
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)f  spontaneous  action  on  their  part  there  should  be  no 
leed.  They  should  be  called  on  for  nothing  but  to  do  their 
lay's  work,  and  to  be  moral  and  religious.  Their  morality 
nd  religion  should  be  provided  for  them  by  their  superiors, 
fho  should  see  them  properly  taught  it,  and  should  do  all 
hat  is  necessary  to  ensure  their  being,  in  return  for  labour 
nd  attachment,  properly  fed,  clothed,  housed,  spiritually 
dified,  and  innocently  amused. 

This  is  the  ideal  of  the  future,  in  the  minds  of  those 
rhose  dissatisfaction  with  the  Present  assumes  the  form  of 
ffection  and  regret  towards  the  Past.  Like  other  ideals,  it 
xercises  an  unconscious  influence  on  the  opinions  and  senti- 
ments of  numbers  who  never  consciously  guide  themselves 
y  any  ideal.  It  has  also  this  in  common  with  other  ideals, 
hat  it  has  never  been  historically  realized.  It  makes  its 
ppeal  to  our  imaginative  sympathies  in  the  character  of  a 
estoration  of  the  good  times  of  our  forefathers.  But  no 
imes  can  be  pointed  out  in  which  the  higher  classes  of  this 
r  any  other  country  performed  a  part  even  distantly  re- 
embling  the  one  assigned  to  them  in  this  theory.  It  is  an 
lealization,  grounded  on  the  conduct  and  character  of  here 
nd  there  an  individual.  All  privileged  and  powerful 
lasses,  as  such,  have  used  their  power  in  the  interest  of 
lieir  own  selfishness,  and  have  indulged  their  self-impor- 
Mice  in  despising,  and  not  in  lovingly  caring  for,  those  who 
rere,  in  their  estimation,  degraded,  by  being  under  the 
eeessity  of  working  for  their  benefit.  I  do  not  aflSrm  that 
fhat  has  always  been  must  always  be,  or  that  human  im- 
•rovement  has  no  tendency  to  correct  the  intensely  selfish 
selings  engendered  by  power ;  but  though  the  evil  may 
•e  lessened,  it  cannot  be  eradicated,  until  the  power  itself  is 
rithdrawn.  This,  at  least,  seems  to  me  undeniable,  that  long 
^ore  the  superior  classes  could  be  sufficiently  improved 
0  govern  in  the  tutelary  manner  supposed,  the  inferior 
lasses  would  be  too  much  improved  to  be  so  governed. 

I  am  quite  sensible  of  all  that  is  seductive  in  the  picture 
f  society  which  this  theory  presents.     Though  the  facts  of 
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it  have  no  prototype  in  tlie  past,  tlie  feelings  have.  In 
tliein  lies  all  tliat  tliere  is  of  reality  ill  the  eoneeptioii.  Ah 
tlie  ielca  is  esseiitiallj  repulsive  of  a.  society  only  held  to- 
gftlier  l»y  the  rehitiriiis  and  feelings  arising  out  of  pecuniary 
intL-resIs,  bo  there  is  something  naturally  attractive  in  a 
form  of  society  ahouudiug  in  strong  jiersonal  attaehmenU 
and  disinterested  oell-cievotion.  Of  such  feelings  it  must  be 
admitted  that  the  relaiionof  proteetor  and  protected  hu 
bithei-to  been  the  riclie»t  sourcre.  The  strongest  attachmeals 
of  human  beings  in  general,  are  towards  the  tilings  or  tlie 
persons  that  stand  hetween  them  and  some  dreaded  evil 
Ilenee,  in  an  age  of  lawless  violence  and  insecurity,  and 
general  hardness  and  roughness  of  manners,  in  which  lifeia 
bc.-et  with  dangei-w  and  sniferinge  at  every  step,  to  thus* 
wlui  have  neither  a  cunnitandiiig  position  of  their  own,  nor 
a  claim  on  the  pi'oteetiun  uf  sonic  one  who  has — a  generous 
giving  of  protection,  and  a  grateful  receiving  of  it,  are  tlie 
Ktrongest  ties  which  connect  human  beings ;  the  feeling 
arif-ing  from  that  relation  arc  their  warmest  feelings  ;  all  the 
eiilh  iiBiiit^in  and  tcndernoifs  of  the  nio.st  sensitive  natures  gather 
round  it ;  loyalty  on  the  one  jmrt  and  chivalrj-  on  the  other 
are  jirint'ii)les  exalted  into  passioiiB.  I  do  not  desire  tode- 
preeiiito  these  ijualitics.  Tlie  error  lies  in  not  perceiving, 
thiit  these  virtues  and  t;entinients,  like  the  clanship  and  the 
hosjrilality  of  the  wandering  Arab,  belong  emphatically  to 
a  rude  imd  imperfect  state  of  the  social  union,  and  that  the 
feeling's  lictwccn  prote('tor  iiiid  protected,  whether  between 
kings  and  subject*,  Huh  and  jioor,  or  men  and  women,  can 
no  longer  have  this  bcmitifid  and  endearing  character, 
where  there  arc  no  longer  any  serious  dangers  from  which 
to  pmteet.  "What  is  there  in  the  (iresent  state  of  society  to 
make  it  natunil  that  huirLan  hehigs,  of  ordinary  strength 
iiiid  cuunige,  should  glow  with  the  wannest' gratitude  and 
devotion  in  return  for  pmtection?  The  laws  protect  them, 
wherever  the  laws  do  not  criminally  fail  in  their  duty.  To 
be  under  the  power  of  some  one,  instead  of  being  as  for- 
nn  rly   the  sole  conditii-u  of  safety,  is  now,  speaking  gen- 


Be — J  I  uation  which  expo;  to  grievous  wrong. 
Tlie  so-called  protectors  are  now  the  only  persons  against 
whom,  in  any  ordinary  circumstances,  protection  is  needed. 
The  brutality  and  tyranny  with  which  every  police  report 
is  filled,  are  those  of  husbands  to  wives,  of  parents  to  cliil 
dren.  That  the  law  does  not  prevent  these  atrocities,  that  it 
is  only  now  making  a  first  timid  attempt  to  repress  and  pun- 
ish them,  is  no  matter  of  necessity,  but  the  deep  disgrace 
of  those  by  whom  the  laws  are  made  and  administered. 
No  man  or  woman  who  eitlier  possesses  or  is  able  to  earn 
an  independent  livelihood,  requires  any  other  protection 
tlian  that  which  the  law  could  and  ought  to  give.  This  be- 
ing the  case,  it  argues  great  ignorance  of  human  nature  to 
continue  taking  for  granted  that  relations  founded  on  pro- 
tection must  always  subsist,  and  not  to  see  that  the  assump- 
tion of  the  pai-t  of  protector,  and  of  the  power  which  be- 
longs to  it,  without  any  of  the  necessities  which  justify  it, 
must  engender  feelings  opposite  to  loyalty. 

Of  the  working  men,  at  least  in  the  more  advanced 
countries  of  Europe,  it  may  be  pronounced  certain,  that  the 
patriarchal  or  paternal  system  of  government  is  one  to 
which  they  will  not  again  be  subject.  That  question  was 
decided,  when  they  were  taught  to  read,  and  allowed  access 
to  newspapers  and  political  tracts  ;  when  dissenting  preach- 
ers were  suffered  to  go  among  them,  and  a])peal  to  their 
faculties  and  feelings  in  opposition  to  the  creeds  professed  and 
countenanced  by  their  superior ;  when  they  were  brought 
together  in  numbers,  to  work  socially  under  the  same  roof; 
when  railways  enabled  them  to  shift  from  place  to  place,  and 
change  their  patrons  and  employers  as  easily  as  their  coats ; 
when  they  were  encouraged  to  seek  a  share  in  the  govern- 
ment, by  means  of  the  electoral  franchise.  The  working 
classes  have  taken  their  interests  into  their  own  hands,  and 
are  perpetually  showing  that  they  think  the  interests  of 
their  employers  not  identical  with  their  own,  but  opposite 
to  them.  Some  among  the  higher  classes  flatter  them- 
selves that  these  tendencies  may  be  counteracted  by  moral 
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nnd  religious  education ;  but  they  have  let  the  time  go  bv 
lor  giving  an  educatiun  which  can  serve  their  purpose. 
The  priiicijileH  of  the  Tleforniation  have  readied  as  low 
down  in  society  as  reading  and  writing,  and  the  poor  will 
not  niueh  longer  accept  niovals  and  religion  of  other  peo- 
ple's prescribing.  I  Bj)eak  more  i>articularly  of  this  country, 
cspeciiJly  the  town  population,  and  the  districts  of  the  most 
Bcientifie  agri(;ulture  or  the  highest  wages,  Scotlaud  and  the 
north  of  England.  Among  tlie  more  inert  and  lesa  mod- 
ernized agricultural  population  of  the  southern  counties,  it 
might  be  possible  for  the  gentry  to  retain,  for  some  time 
longer,  something  of  the  ancient  deference  and  BubmisBioii 
oTtlie  poor,  by  bribing  them  with  high  wages  and  constant 
employment ;  by  ensuring  them  support,  and  never  requir- 
ing them  to  do  anything  wlijch  they  do  not  like.  Bat 
these  ai-e  two  conditions  which  nes-er  have  been  combined, 
and  never  can  be,  for  long  togetlier,  A  guarantee  of  sub- 
Bislence  can  only  be  practically  kept  up,  when  work  is  en- 
forced, and  supL>rfluous  multiplication  restrained,  by  at  lea*t 
a  moral  compulsion.  It  is  then,  that  the  would-be  revivers 
of  old  time?  which  they  do  not  untleratand,  would  feel 
jiractieally  in  how  hopeless  a  task  they  were  engaged.  The 
whole  fahrle  of  patriarchal  or  seiguorial  influence,  attempted 
to  be  raised  on  the  foundation  of  caressing  the  poor,  would 
be  sbiittorcd  against  the  ucccdsily  of  enforcing  a  stringent 
Pooi'-law. 

^  -2.  It  is  on  a  far  other  ba-ia  that  the  well-being  and 
well-doi[ig  of  the  labouring  people  must  henceforth  rest 
The  ]>oor  have  come  out  of  h^atling-strings,  and  cannot  any 
longer  be  governed  or  treated  like  children.  To  their  own 
i|ualitie3  must  now  be  eonimeiide<l  the  care  of  their  destiny. 
Modern  nations  will  have  to  learn  the  lesson,  that  the  well- 
being  of  a  people  must  exist  by  means  of  the  justice  and 
welf-government,  the  SiKaioa-vi"]  and  um^poavvi},  of  the  indi- 
vidual citizens.  The  theory  of  depi/ndence  attempts  to  dis- 
pense with  the  necoesify  of  these  i^nalities  in  the  dependent 
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less  and  les  dependent,  and  their  minds  less  and  less  acquJ  • 
eseent  in  tlie  degree  of  dependence  which  remains,  the 
virtues  of  independence  are  those  which  they  stand  in  need 
of.  Whatever  advice,  exhortation,  or  guidance  is  held  out 
to  the  labouring  classes,  must  henceforth  be  tendered  to 
tliem  as  equals,  and  accepted  with  their  eyes  open.  The 
prospect  of  the  future  depends  on  the  degree  in  which  they 
can  be  made  rational  beings. 

There  is  no  reason  to  believe  that  prospect  other  than 
hopeful.  The  progress  indeed  has  hitherto  been,  and  still 
is,  slow.  But  there  is  a  spontaneous  education  going  on  in 
the  minds  of  the  multitude,  which  may  be  greatly  accelera- 
ted and  improved  by  artificial  aids.  The  instniction  ob- 
tained from  newspapers  and  political  tracts  is  not  the  best 
sort  of  instruction,  but  it  is  vastly  superior  to  none  at 
all.  The  institutions  for  lectures  and  discussion,  the  collec- 
tive deliberations  on  questions  of  common  interest,  the 
trades  unions,  the  political  agitation,  all  serve  to  awaken 
public  spirit,  to  diflfuse  variety  of  ideas  among  the  mass, 
and  to  excite  thought  and  reflection  in  the  more  intelligent. 
Although  the  too  early  attainment  of  political  franchises 
by  the  least  educated  class  might  retard,  instead  of  promot- 
ing, their  improvement,  there  can  be  little  doubt  that  it  has 
been  greatly  stimulated  by  the  attempt  to  acquire  them.  In 
the  meantime,  the  working  classes  are  now  part  of  the  pub- 
lic ;  in  all  discussions  on  matters  of  general  interest  they,  or 
a  portion  of  them,  are  now  partakers ;  all  who  use  the 
press  as  an  instrument  may,  if  it  so  happens,  have  them 
for  an  audience ;  the  avenues  of  instruction  through  which 
the  middle  classes  acquire  such  ideas  as  they  have, 
are  accessible  to,  at  least,  the  operatives  in  the  towns. 
With  these  resources,  it  cannot  be  doubted  that  they  will 
increase  in  intelligence,  even  by  their  own  unaided  efforts ; 
while  there  is  reason  to  hope  that  great  improvements  both 
in  the  quality  and  quantity  of  school  education  will  be 
effected  by  the  exertions  either  of  government  or  of  indi- 
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viduala,  and  tliat  tlie  jirogress  of  the  mass  of  the  people  in 
mental  t-iihivation,  and  in  the  virtues  which  are  dependent 
on  it,  will  take  place  more  rapidly,  and  with  fewer  inta^ 
mittL-ncus  and  iiben-ations,  than  if  left  to  itself. 

From  tliis  inercnse  of  intelligcm'C,  several  effects  may 
be  confidently  anticipated,  Fii-st :  that  they  will  bet'orne 
even  less  willing  than  at  present  to  be  led  and  governed, 
and  dircfted  into  the  way  they  should  go,  l<y  the  mere 
antlionty  b.i\A  jpfestiye  of  superioi'8.  If  thej'  have  not  now, 
still  IcsH  will  thfy  have  liercaftcr,  any  deferential  awe,  or 
religions  prineiple  of  obedience,  holding  them  in  mental 
Biibjoction  to  a  class  above  tliem.  The  theory  of  depend- 
ence and  pnilectioH  will  he  moro  and  moje  intolerable  to 
them,  and  tlic-y  will  ivqiiire  that  their  conduct  and  con- 
dilion  shall  be  (wsentinlly  self-governed.  It  is,  at  the  Bame 
time,  quite  possible  that  they  nniy  demand,  in  many  eases, 
the  intervention  of  tlie  legislature  in  their  affairs,  and  tlie 
regulation  hy  law  of  various  things  which  concern  them, 
often  under  vciy  mistaken  ideas  of  their  interest.  Still,  it 
is  tlieir  own  will,  tbeir  own  ideas  and  suggestions,  to  whieh 
tiiev  will  fiennind  ibat  effect  should  he  given,  and  not  rules 
laid  down  for  them  by  other  people.  It  is  quite  consistent 
with  this,  that  Iboy  sboukl  feel  respect  for  superiority  of 
intellect  and  knowledge,  and  defer  much  to  the  opinions, 
on  any  suhjoot,  of  rbii»c  whom  they  think  well  acquainled 
with  it.  Such  deference  is  deeply  grounded  in  human 
nature;  but  they  will  judge  for  themselves  of  the  persons 
who  are  and  are  not  entitled  to  it. 

^  ?<.  It  !q>|ienr?  to  me  inipoi^sihle  but  that  the  increase 
of  intclligi-uce,  of  educatinn,  and  of  the  love  of  indepen- 
dence among  the  working  classes,  must  be  attended  with  a 
com'sjiomling  growth  of  the  good  sense  which  manifests 
itself  ill  provident  habits  of  <'onduct,  and  that  population, 
tlierefori',  will  bear  a  gradually  diminishing  ratio  to  capitid 
and  employnicnt.  Tliia  most  desirable  resnlt  would  be 
much   accelerated   hy  another  change,  which  lies   in   tbe 
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direct  line  of  the  best  tendencies  of  the  time ;  the  opening 
of  industrial  occupations  freely  to  both  sexeti.  The  same 
reasons  which  make  it  no  longer  necessary  that  the  poor 
should  depend  on  the  rich,  make  it  equally  unnecessary  that 
women  should  depend  on  men,  and  the  least  which  justice 
requires  is  that  law  and  custom  should  not  enforce  depen- 
dence (when  the  correlative  protection  has  become  superflu- 
ous) by  ordaining  that  a  woman,  who  does  not  happen  to 
have  a  provision  by  inheritance,  shall  have  scarcely  any 
means  open  to  her  of  gaining  a  livelihood,  except  as  a  wife 
and  mother.  I^t  women  who  prefer  that  ocxiupation, 
adopt  it ;  but  that  there  should  be  no  option,  no  other  car- 
riire  possible  for  the  great  majority  of  women,  except  in  the 
humbler  departments  of  life,  is  a  flagrant  social  injustice. 
Tlie  ideas  and  institutions  by  which  the  accident  of  sex  is 
made  the  groundwork  of  an  inequality  of  legal  rights,  and 
a  forced  dissimilarity  of  social  functions,  must  ere  long  be 
recognised  as  the  greatest  hindrance  to  moral,  social,  and 
even  intellectual  improvement.  On  the  present  ocxjasion  I 
shall  only  indicate,  among  the  probable  consequences  of  the 
industrial  and  social  independence  of  women,  a  great  dimi- 
nution of  tlie  evil  of  overpopulation.  It  is  by  devoting 
one-half  of  the  human  species  to  that  exclusive  function,  by 
makmg  it  fill  the  entire  life  of  one  sex,  and  interweave  itself 
with  almost  all  the  objects  of  the  other,  that  the  animal 
instinct  in  question  is  nursed  into  the  disproportionate  pre- 
ponderaAce  which  it  has  hitherto  exercised  in  human  life. 

§  4.  The  political  consequences  of  the  increasing  power 
and  importance  of  the  operative  classes,  and  of  the  growing 
ascendancy  of  numbers,  which  even  in  England  and  under 
the  present  institutions,  is  rapidly  giving  to  the  will  of  the 
majority  at  least  a  negative  voice  in  the  acts  of  government, 
arc  too  wide  a  subject  to  be  discussed  in  this  place.  But, 
confining  ourselves  to  economical  considerations,  and  not- 
withetanding  the  effect  which  improved  intelligence  in  the 
working  classes,  together  with  just  laws,  may  have  in  alter- 
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ing  tlie  distribution  of  tlie  produce  to  their  advantage,  I 

cannot  think  that  they  will  he  periiianeutly  contented  with 
the  conttitioii  oi*  labouring  lor  wagea  as  their  ultimate  stute. 
They  may  bt  willing  to  pasa  through  the  class  of  servants 
iti  thuir  way  to  that  of  cnijjioj'ers  ;  but  not  to  remain  in  it 
all  their  livus.  To  liegin  as  hired  labourers,  then  after  a 
few  years  to  work  on  their  own  at'count,  and  finally  cmploj 
others,  is  the  uonnal  condition  of  labourers  in  a  new  coun- 
try, rapidly  incrcasiug  in  wcaltii  and  population,  like 
America  or  Australia.  But  in  an  old  and  fully  peopled 
country,  thuso  wlio  begin  life  as  labourers  for  hire,  eu  » 
general  rule,  continue  such  to  the  end,  unless  they  sink  into 
th(!  still  lower  grade  of  recipients  of  public  charity.  In  the 
present  stage  of  liumiin  jirogres^,  when  ideas  of  equality  are 
daily  spreading  more  widely  among  the  poorer  classes,  and 
can  no  longer  bo  chccliod  by  anything  short  of  the  en^re 
suppression  of  printed  discussion  and  even  of  freedom  of 
speech,  it  is  not  to  be  expected  that  the  division  of  lie 
huitian  race  into  two  hereditary  classes,  employers  and  em- 
jiloyed,  can  be  ])crmancntly  maintained.  Tlie  relation  is 
nearly  as  unsatisfactory  to  the  payer  of  w.iges  as  to  the  re- 
ceiver. If  the  rii-h  regard  the  i>oor  as,  by  a  kind  of  natural 
law,  their  servants  and  dependants,  the  rich  in  their  turn  are 
regarded  as  a  mere  prey  and  jiasture  for  the  poor;  the 
snbjcct  of  demands  and  expcctntiims  wholly  indefinite, 
incrca.iing  in  extent  with  every  concession  made  to  them. 
The  tiitwl  aiisence  of  regard  for  justice  or  fairness  in  the 
relation?;  between  the  two,  is  as  marked  on  the  side  of  the 
fmjdiiycd  as  on  thut  of  the  employers.  We  look  in  vain 
among  the  working  classes  ingencralfor  the  just  pride  which 
will  choose  to  give  good  work  for  good  wages  :  for  the  most 
part,  their  sole  ciideavour  is  to  receive  as  much,  and  return 
as  little  ill  Ihe  shajie  of  aervire,  as  possible.  It  will  sooner 
or  later  become  insupportuhlc  to  the  employing  classes  to 
lire  in  chisc  ami  hourly  contact  with  persons  whose  inter- 
ests nnd  feelings  are  in  hostility  to  them  Capitalista  are 
almost   aa  much   interested   as   labourers,  in   placing  tbe 


l(m%  ^n  jiidnstry  on  snch  a  footing,  that  those  who 
labour  for  tliem  mav  feel  the  same  interest  in  the  work, 
which  18  felt  by  those  who  labour  on  their  own  account. 

The  opinion  expressed  in  a  former  part  of  this  treatise 
respecting  small  landed  properties  and  peasant  proprietors, 
may  have  made  the  reader  anticipate  that  a  wide  diffusion 
of  property  in  land  is  the  resource  on  which  I  rely  for  ex- 
empting at  least  the  agricultural  labourers  from  exclusive 
dependence  on  labour  for  hire.  Such,  however,  is  not  my 
opinion.  I  indeed  deem  that  fonn  of  agricultural  economy  to 
be  most  groundlessly  cried  down,  and  to  be  greatly  prefer- 
able, in  its  aggregate  effects  on  human  happiness,  to  hired 
labour  in  any  form  in  which  it  exists  at  present ;  because 
the  prudential  check  to  population  acts  more  directly,  and 
is  shown  by  experience  to  be  more  efficacious ;  and  because, 
in  point  of  security,  of  independence,  of  exercise  for  any 
other  than  the  animal  faculties,  the  state  of  a  peasant  pro- 
prietor is  far  superior  to  that  of  an  agricultural  labourer  in 
this  or  any  other  old  country.  Where  the  former  system 
already  exists,  and  works  on  the  whole  satisfactorily,  I 
should  r^ret,  in  the  present  state  of  human  intelligence,  to 
see  it  abolished  in  order  to  make  way  for  the  other,  under  a 
pedantic  notion  of  agricultural  improvement  as  a  thing 
necessarily  the  same  in  everj-  diversity  of  circumstances. 
In  a  backward  state  of  industrial  improvement,  as  in  Ire- 
land, I  should  urge  its  introduction,  in  preference  to  an 
exclusive  system  of  hired  labour ;  as  a  more  powerful  in- 
strument for  raising  a  population  from  semi-savage  list- 
lessness  and  recklessness,  to  persevering  industry  and  pru- 
dent calculation. 

But  a  people  who  have  once  adopted  tlie  large  system 
of  production,  either  in  manufactures  or  in  agriculture,  are 
not  likely  to  recede  from  it ;  and  when  population  is  kej)t 
in  due  proportion  to  the  means  of  support,  it  is  not  desira- 
ble that  they  should.  Labour  is  unquestionably  more  pro- 
ductive on  the  system  of  large  industrial  enterprises ;  the 
produce,  if  not  greater  absolutely,  is  greater  in  proportion 
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to  the  la>var  empl»>vr^l :  the  same  namber  of  persons  can 
V^  *npj;orr..-d  e<^(Tialljr  ^ell  with  le&*  toil  and  greater  leisure; 
which  will  \jc  who!!v  an  a<ivanta:?e,  as  soon  as  civilization 
and  im{in^vem».-nt  have  ?«j  tar  advanced,  that  what  is  a 
heri€;lit  to  the  whole  s-hall  l»e  a  Wnefit  to  each  individual 
eoinp<>sing  it.  And  in  the  moral  asf^ect  of  tlie  question, 
wliich  is  still  more  important  than  the  eci^nomical,  some- 
tliing  lictrer  ?hould  be  aim»:H]  at  as  the  goal  of  industrial 
improvement,  tlian  to  disperse  mankind  over  the  earth  in 
single  families,  each  ruled  internally,  as  families  now  are, 
hy  a  patriarclial  despot,  and  having  scarcely  any  cuin- 
nninity  of  interest,  or  necessarj*  mental  conmumion,  with 
other  human  beings.  The  domination  of  the  head  of  the 
family  over  the  other  members,  in  this  state  of  things,  is 
al)8oliite;  while  the  eftect  on  his  own  mind  tends  towards 
concentration  of  all  interests  in  the  familv,  considered  as  an 
expansion  of  self,  and  ahsorption  of  all  passions  in  that  of 
exclusive  possession,  of  all  cares  in  those  of  preservation 
and  acquisition.  As  a  step  out  of  the  merely  animal  state 
into  the  human,  out  of  reckless  abandonment  to  brute  in- 
stincts into  prudential  foresight  and  self-government,  this 
jnoral  condition  may  he  seen  without  displeasure.  But  if 
public  spirit,  generous  sentiments,  or  true  justice  and  equal- 
ity are  desired,  association,  not  isolation,  of  interests,  is  the 
school  in  which  these  excellences  are  nurtured.  The  aim  of 
improvement  should  be  not  solely  to  place  hnman  beings  in 
a  condition  in  which  they  will  be  able  to  do  without  one 
another,  but  to  enable  them  to  work  with  or  for  one  an- 
other in  relations  not  involving  dependence.  Hitherto 
there  has  been  no  alternative  for  those  who  lived  by  their 
hib(uir,  but  that  of  labouring  either  each  for  himself  alone, 
or  for  a  master.  But  the  civilizing  and  improving  infln- 
i^nci'n  of  association,  and  the  efficiencry  and  economy  of  pro- 
duct itui  on  a  large  scale,  may  be  obtained  without  dividing 
the  juvKlucers  into  two  parties  with  hostile  interests  and 
f\vlinirs,  the  many  who  do  the  work  being  mere  servants 
under  the  c^unmaiui   of  the  one  who  supplies  the  fnnds^  and 
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having  no  interest  of  their  own  in  the  enterprise  except  to 
earn  their  wages  with  as  httle  labour  as  possible.  The 
speculations  and  discussions  of  the  last  fifty  years,  and  the 
events  of  the  last  ten,  are  abundantly  conclusive  on  this 
point.  If  the  improvement  which  even  triumphant  mili- 
tary despotism  has  only  retarded,  not  stopped,  shall  con- 
tinue its  course,  there  can  be  little  doubt  that  the  status  of 
hired  labourers  will  gradually  tend  to  confine  itself  to  the 
description  of  workpeople  whose  low  moral  qualities  render 
them  unfit  for  anything  more  independent :  and  that  the 
relation  of  masters  and  workpeople  will  be  gradually  superse- 
ded by  partnership,  in  one  of  two  forms :  temporarily  and 
in  some  cases,  association  of  the  labourers  with  the  capital- 
ist ;  in  other  cases,  and  perhaps  finally  in  all,  association 
of  labourers  among  themselves. 

§  5.  The  first  of  these  forms  of  association  has  long 
been  practised,  not  indeed  as  a  rule,  but  as  an  exception. 
In  several  departments  of  industry  there  are  already  cases 
in  which  every  one  who  contributes  to  the  work,  either  by 
labour  or  by  pecuniary  resources,  has  a  partner's  interest  in 
it,  proportional  to  the  value  of  his  contribution.  It  is 
already  a  common  practice  to  remunerate  those  in  whom 
peculiar  trust  is  reposed,  by  means  of  a  percentage  on  the  pro- 
fits :  and  cases  exist  in  which  the  principle  is,  with  excellent 
success,  carried  down  to  the  class  of  mere  manual  labourers. 

In  the  American  ships  trading  to  China,  it  has  long  been 
the  custom  for  every  sailor  to  have  an  interest  in  the  profits 
of  the  voyage ;  and  to  this  has  been  ascribed  the  general 
g«>od  conduct  of  those  seamen,  and  the  extreme  rarity  of 
any  collision  between  them  and  the  goveniment  or  peoj)le 
of  the  country.  An  instance  in  England,  not  so  well  known 
as  it  deserves  to  be,  is  that  of  the  Cornish  miners.  "  In 
Cornwall  the  mines  arc  worked  strictly  on  the  system  of 
joint  adventure;  gangs  of  minei*s  contracting  with  the 
agent,  who  represents  the  owner  of  the  mine,  to  execute  a 
certain  portion  of  a  vein,  and  fit  the  ore  for  market,  at  the 
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]iricL-e  of  so  much  in  the  pound  of  the  Bum  for  whicli  the  ore 
is  siilil.  These  conti-acts  are  i>iit  up  at  certain  regnlai 
periotia,  generallj  e\'ery  two  mouths,  and  taken  by  a.  volun- 
tary ]>artiiL'rehip  of  men  acreii^ turned  to  thu  mine.  This 
system  has  its  (iissnivaiitnges,  in  L-oiiaeqiience  of  the  uncer- 
tainty and  iiTcgularity  of  llie  earnings,  and  consequent  ne- 
cessity of  living  for  long  perioils  on  credit ;  bnt  it  has  ad- 
vantages which  more  than  cnunterbalance  these  dravr- 
batlvs.  It  jiroduces  a  degree  of  intelligence,  indeyend- 
eni-e,  and  moral  elevation,  which  raise  the  condition  and 
character  of  the  Cornish  minor  far  above  that  of  the  gene- 
rality of  the  hiboiii-ing  class.  We  are  told  liy  Dr.  Barhain, 
tlmt  'ihcy  are  not  only,  as  a  class,  intelligent  for  labourers, 
htit  men  of  c-onsideraMe  knowledge.'  Also,  that  'thej 
have  a  chanicter  of  iinU-jiundence,  something  American,  the 
system  by  which  the  conlracts  are  let  giving  the  taken 
entire  freedom  to  nnike  arrangements  among  themselves ;  so 
t!i:it  fiifli  ni;in  feels,  as  a  ]iartner  in  his  little  firm,  that  he  meets 
hi-i  riii]il. ,ycr>  <in  noarly  equal  terms.'  .  .  .  With  tluB 
luL^^is  of  iiitflligciu'e  and  indqicndcnce  in  their  character,  we 
are  not  »nr]iriscd  when  we  lii^ar  that  '  a  very  great  number 
of  miners  are  now  located  on  possessions  of  their  own,  lea^ 
for  thrce  lives  or  ninety-nine  years,  on  which  tliey  have  built 
hMu^-es;'  or  that  '  ySl.Ml/,  are  deposited  in  aiivings  banks 
in  Cornwall,  of  whicli  two-thirds  arc  estimated  to  belong  to 
miners."  "* 

Jfr.  Babbnge.  who  also  gives  an  aceonnt  of  this  system, 
oii^erve.*  tliat  the  payment  to  the  crews  of  whaling  ships  is 
governed  by  a  similar  principle;  nnri  that  "the  profits 
;iri:iiMg  from  fishing  with  llct^  on  the  south  coast  of  England 
lire  thus  divided;  one-half  the  piwluce  belongs  to  tie 
owTH'j-  tif  tlic  iioat  and  ]ict ;  the  other  half  is  divided  in 
n|niil  porlinii-  between  the  i»orsons  nsing  it,  who  are  alio 
lii.inid  to  a»i!-t  in  i-e]iairing  tliL-  net  when  reqnired."     Mr. 

*  Tliii^  )iii9SH{n'  w  from  thr  Piize  Kamit  oil  Ilie  Cauwx  uid  Ri-mi-dies  oT  S*- 
llonni  l^U^l^'».  by  Ml.  Siimui-l  Ijiin;;.  The  cxiracW  wliich  it  indudes  are  fttm 
ibc  A[ipcii<li«  III  iIk;  I(v|iiirt  iif  ilii-  ('liijilrvti's  Emiiluyuii'ia  Comiuusioo. 
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Babbage  has  the  great  merit  of  having  pointed  out  the 
>raeticability,  and  the  advantage,  of  extending  the  princi- 
ple to  mamifaeturing  industry  generally.* 

Some  attention  has  been  excited  by  an  experiment  of 
;his  nature,  commenced  abont  sixteen  years  ago  by  a  Paris 
xadesman,  a  house-painter,  M.  Leclaire  ;f  and  described  by 
lim  in  a  pamphlet  published  in  the  year  1842.  M.  Leclaire, 
iccording  to  his  statement,  employs  on  an  average  two 
lundred  workmen,  whom  he  pays  in  the  usual  manner,  by 
ixed  w^ages  or  salaries.  He  assigns  to  himself,  besides 
nterest  for  his  capital,  a  fixed  allowance  for  his  labour 
ind  responsibility  as  manager.  At  the  end  of  the  year,  the 
mrplus  profits  are  divided  among  the  body,  himself  included, 
n  the  proportion  of  their  salaries.;}:  The  reasons  by  which 
\f .  Leclaire  was  led  to  adopt  this  system  are  highly  instruct- 
ve.  Finding  the  conduct  of  his  workmen  unsatisfactory, 
ic  first  tried  the  efiect  of  giving  higher  wages,  and  by  this 
le  managed  to  obtain  a  body  of  excellent  workmen,  who 
¥OuId  not  quit  his  service  for  any  other.  "Having  thus 
succeeded "  (I  quote  from  an  abstract  of  the  pamphlet  in 
[Chambers'  Journal,§)  "  in  producing  some  sort  of  stability 
n  the  arrangements  of  his  establishment,  M.  Leclaire  ex- 
>ected,  he  says,  to  enjoy  greater  peace  of  mind.  In  this, 
lowever,  he  was  disappointed.  So  long  as  he  was  able  to 
superintend  everything  himself,  from  the  general  concerns 
)f  his  business  down  to  its  minutest  details,  he  did  enjoy  a 
^rtain  satisfaction  ;  but  from  the  moment  that,  owing  to 
ihe  increase  of  his  business,  he  found   that  he   could  be 


•  Eeonomtf  of  Afachinert/  and  Afanufactures^  3rd  edition,  chap.  26. 

f  His  establishment  is  (or  was^  11,  Rue  Saint  Georges. 

%  It  appears,  however,  that  the  workmen  whom  M.  Leclaire  had  a<lmitted  to 
lib  participation  of  profits,  were  only  a  portion  (rather  less  than  half)  of  the 
fbole  Dumber  whom  he  employed.  This  is  explained  by  another  part  of  his  sys* 
em.  If.  Leclaire  pays  the  full  market  rate  of  wages  to  all  his  workmen.  The 
ibare  of  pro6t  assigned  to  them  is,  therefore,  a  clear  addition  to  the  ordinary 
{■ins  of  their  class,  which  he  very  laudably  uses  as  an  instrument  of  improve- 
nent,  by  making  it  the  reward  of  desert,  or  the  recompense  for  peculiar  trust 

g  For  September  27,  1845. 
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notliiiig  more  than  tlie  centre  from  which  orders  were  issued, 
and  to  which  reports  were  brought  in,  his  Ibnner  anxiety 
and  disuoiiifort  rutnmed  upon  liim,"  He  speaks  hglitW 
of  the  otlicr  sources  of  anxiety  to  which  a  tradesman  is 
snbject,  bnt  di'scrihea  as  an  incessant  cause  of  ve.xation  the 
losses  arising  from  the  misconduct  of  workmen.  An  em- 
ployer "  will  find  workmen  whose  indifl'erence  to  his  interests 
is  Biich  that  they  Jo  not  ]>crform  two-tliirds  of  the  ainoant 
of  work  which  they  are  capable  of;  hence  the  continual 
fretting  of  masters,  who,  seeing  their  interests  neglected, 
believe  themselves  entitled  to  suppose  that  workmen  are  con- 
stantly consjnring  to  ruin  those  from  whom  they  derive  their 
livelihiMtd.  If  the  journeyman  were  sure  of  constant  em- 
ployment, his  position  would  in  some  respects  be  more 
enviuhle  thijn  thiit  of  the  nutster,  because  he  is  assured  of  a 
certain  auiount  of  day's  wages,  which  he  will  get  whether  he 
works  much  or  little.  He  rmis  no  risk,  and  has  no  other 
mritive  to  stimnlate  him  to  do  Ida  b(St  tiian  his  own  sense 
of  duty,  Tlie  master,  on  the  other  hand,  depends  greatly 
on  chance  for  his  returns;  his  position  is  one  of  continual 
imtation  and  anxiety.  This  would  no  longer  be  the 
case  to  the  same  extent,  if  the  interests  of  the  master  and 
those  of  the  workmen  were  bound  up  with  each  other,  con- 
nected hy  gi.me  blind  of  mutual  security,  such  as  that 
which  wiiuld  he  obtained  ijvtlie  plan  of  a  yearly  division  of 

Kvi'ii  ill  rill'  first  year  during  which  M.  Lcclaire's  experi- 
Tiii'iit  w:i>  in  conijih'te operation,  the  sueceoswas  remarkable. 
Not  oHi'  of  liis  jounu'viiicn  Avho  workeii  as  many  as  three 
liundrcti  dnys.  earned  iu  ihat  year  less  than  1500  francs,  and 
siiiiie  considend>ly  more.  His  hijihest  rate  of  daily  wage* 
bcin;;  four  francs,  or  1200  francs  for  300  days,  the  remaining 
HOd  fniTH's,  or  VdL,  must  have  been  the  smallest  amount 
wliicl[  any  j'lurncyinan.  wli.i  worked  that  number  of  days. 
iibtained  as  Ids  prciporti'in  of  the  surplus  profit.  M.  Leclaire 
ile-iTiiies  in  strong  terms  tiie  improvement  which  was  already 
iiianit'ebit  in  the  habits  and  demeanour  of  his  workmen,  not 


CM 


merely  when  at  work,  and  in  their  relations  with  their  em- 
ployer, but  at  other  times  and  in  other  relations,  showing 
increased  respeet  both  for  others  and  for  themselves.  M. 
Chevalier,  in  a  work  published  in  1848,  stated  on  M.  Le- 
claire's  authority,  that  the  increased  zeal  of  the  workpeople 
continued  to  be  a  full  compensation  to  him,  even  in  a 
pecuniary  sense,  for  the  share  of  protit  which  he  renounced 
in  their  favour.*  And  M.  Villiaume,  in  1857,t  observes : — 
"  Quoiqu'il  ait  toujours  banni  la  fraude,  qui  n'est  que  trop 
frequente  dans  sa  profession,  il  a  toujours  pu  soutenir  la  con- 
currence et  acquerir  une  belle  aisance,  malgre  I'abandon 
d'une  si  large  part  de  ses  profits.  Assurement  il  n'y  est 
parvenu  que  parce  que  I'activite  inusitee  de  ses  ouvriers,  et 
la  surveillance  qu'ils  exerjaient  les  uns  6ur  les  autres  dans  les 
nombreux  chantiers,  avaint  compens^  la  diminution  de  ses 
profits  personnels." 

The  beneficent  example  set  by  M.  Leclaire  has  been  fol- 
lowed, with  brilliant  success,  by  other  employers  of  labour 
on  a  large  scale  at  Paris ;  and  I  aimex,  from  the  work  last 
referred  to  (one  of  the  ablest  of  the  many  able  treatises  on 
political  economy  produced  by  the  present  generation  of  the 
political  economists  of  France),  some  signal  examples  of  the 
economical  and  moral  benefit  arising  from  this  admirable 
arrangement.:!: 

§  6.  The  form  of  association,  however,  which  if  man- 
kind continue  to  improve,  must  be  expected  in  the  end  to 


*  Lettres  sar  rOrganisation  du  Travail,  par  Michel  Chevalier,  lettre  xiv. 

t  Nouveaa  Traite  d^Economie  Politique. 

I  **En  Mara  1847,  M.  Paul  Dupont,  g^rant  d^une  iroprimerie  de  Paris,  eut 
nd6e  d^aoBocier  ses  ouvriers  en  leur  promettant  le  dixidme  des  b^n^fices.  I\  en 
em^hAe  habituellement  troia  cents,  dont  deux  cents  travaillent  aux  pieces  et 
eenl  k  la  joumie.  D  emploie,  en  outre,  cent  auxiliaires,  qui  ne  font  pas  partie 
de  ra«ociation. 

'*  La  part  de  b^^fioe  avenant  aux  ouvriers  ne  leur  vaut  gu^re,  en  moyenne, 
qii*iine  quinzaine  de  jours  de  travail ;  maia  lis  re^oivent  leur  salaire  ordinaire 
loiTant  le  tarif  ^tabli  dana  toutes  lea  grandes  imprimeriea  de  Paris ;  et,  de  plus, 
lit  ODl  Favantage  d'etre  soignte  dana  lenrs  maladies  aux  fraia  de  la  communaut6, 
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[ti'cdoiiiinate,  is  not  that  which  can  exist  between  a  capital- 
ist it'^  citief,  antl  workjiL-oplc  witliout  a  voice  in  the  manege- 
inent,  but  tlie  asswiation  of  the  labonrera  themselves  on 
terms  of  equality,  oollecti  vel y  owning  the  cjipital  with  which 
they  t'arry  ori  their  ojiemtiorjs,  and  working  nnder  managers 

I'l  lie  Kceniir  1  fr,  SO  cejiL  de  sulurc  par  Jour  d'iiioupiu-ile  de  travail.  La 
oUTPiets  UP  peilveiu  retilel'  li-ur  port  lima  leu  Uunolicpa  que  quand  ila  sortent  lie 
r.isHiK^i^ilini],  (')mi|iic  unniii?,  cettc  jmrt,  qui  tijt  I'cptiisi^iilL'V  Inat  en  mil£rUI 
r|iiVii  null-'  sill  rE(a(,  H'oiignitniti"  par  la  capital  iaation  dca  inlfitita,  et  cri-e  una 

"  11,  l>ii{ii>i>i  L't  k's  ca[iitiilistr^  xca  cainmanditnire!),  trourent  dans  cctle  who- 
rmlioil  im  prrifil  biPTi  supi'ricur  a  celui  qu'ils  ouraient ;  leg  ouvriers,  de  tcur  col*. 
ac  fi'lieilfiii  i:liui|iie  jour  lie  riicureuse  idee  dv  tcur  patron.  Pluaieurs  d'enltt 
pux,  enei.'iirn;:^->  h  li  ti'vaniH'  ilv  TelatiWasemcnt,  lui  out  foil  oblenir  une  mfdailli 
d'ar  I'll  IHIU,  unc  m^JiiUlc  il'linniii'ur  it  rEipositioti  Uaivcrsellc  de  18&G;  cl 
i|uv1t|Ui's  una  mi'mc  ont  If^ii  person  el  lemenl  tu  rpcuiopcnsc  ite  leura  decoureHei 
pl  di'  leiu'B  truVHiii.  Clivx  uii  ptlrtin  ordinaire,  ccs  brures  gena  ii'auratenl  pu 
uu  le  loiair  de  pourauivre  Icura  itivnillDUB,  k  mniRs  que  d'en  lalnser  lout  llian- 
iieurA  eeliii  qtil  u'cu  fiuit  jms  I'auleur:  tandia  i|u'i>tant  aiiaocifa,  ai  le  patron  eul 
ett  iiijimte,  di'ux  txata  lion>niei>  cussciit  fait  redresaer  ses  torts. 

'■  .Vai  vMii  Tnui-inimi!  cct  4ln>>li3i<emei)t,  et  j'ai  pu  m'ssaurer  du  perfection- 
nemcnl  ipie  telli-  iipHii-miU i^piiili-  iiiis  lialilLudcs  dee  oui-rii'ta. 

■■  M.  liis(|0i;t.  aiii  !■ -,  |.i,r  ,|.-  ].,.li,..,  .'st  propriclaire  depuis  long-temp« 
d'une  fatip]i|Ui'  d'liurl.  - .  i  [i.  ,  ,  .  ,  ..i  1,  plus  iin|iortanle  de  France,  »prr» 
cello  de  M.  Darbl.ny,  li.  <  ■  '■■  i  I  .,,.■,  MJ8  il  pril  I b  parti  dc  la  dinger  Ini- 
mSme,  il  rencontm  il.>  iii.iiiL  J-  ii.ii.uu,- J  ii'cHivrcr  pluficurii  fois  ptr  wmaine, 
et  iini,  pendant  le  iruvail,  tlwuiaiviii,  runmicut,  el  quelquerois  se  dispiitaient. 
On  avait  niatntva  tgis  unsiyfi  taia  suusia  de  clianj»ir  cct  ctal  dc  ehoses ;  il  y  par- 
vint  par  la  iiinliiMiiuii  l^iiii.-  h  (riiw  ses  ouvriera  xie  .s'eiiiTrcr  lea  joura  de  iTaTail, 
NOUS  pi'irp-    I'.^l   -lo-i,  .1   ji.ii   \;\  prornctHC  dc  pnrtager  entrc  eui,  i  titrede 

(trati'ii'i ■'    "   ■     ■  ■     '  '     l"'i  di' scs  Irf-nclifca  nets,  nu  ;iro  m((t  dca  salaire?. 

in'.'l"!'-' I'-iv  tnumiitB.     Dejiuiaea  mompnl,  lartrorroea** 

uolripU'ii' ■    il   -I    1  ■!!   :  Il   iiir   il'une  cciitaiiie  il'ouvriers  pk'ina  dc  i*le  et  de 

ImiraoiiB,  It  lie  tv  <ia"l\f  ftaKncnt  piir  Isur  eiactilude  nu  travail.  La  g™iiflc«l(on 
'jnc  M.  fjiwiuci  Icur  atcnnli',  Iciir  a  vaUi,  en  mn.Tennc,  chrtque  anoie,  rSquiTmleni 
dc  Icur  aalnire  pciidunt  in\  ^cniaiiiejt.  .... 

'■  M.  Itiwlay,  ancicn  ilfpiilo  itc  IHSo  A  lesft,  et  reprtswnuiU  du  peuple  i 
I'Asscniblic  Con»HtuaiitP,  a  fmiilii  iin  atelier  important  dc  macUinea  k  vapeur  i 
Paris,  dansi  ie  FHiiliniirg  ilii  Ti'inplc.  II  cut  I'iiife  d'aiwrier  daus  ce  dernier 
flaliU8»*ui««l  BCB  wivriei^,  dfs  Ic  cnmrnenremcnt  dc  lm7.  Je  tranwris  ici  c*t 
acte  d'ikSKK'inlilm.  que  I'on  prut  regardbr  t.'omnic  I'un  dcs  plua  conipleta  de  tout 
Hux  bits  miirc  patrons  ct  iiUTriursi.'* 

Tlie  prurliiMl  snuiidlv  nf  riiiiu'BC  cmicranls  long  ago  auggeatsd  to  them,  w- 
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elected  and  removable  by  themselves.  So  long  as  this  idea 
remained  in  a  state  of  theory,  in  the  writings  of  Owen  or  of 
Louis  Blanc,  it  may  have  appeared,  to  the  common  modes  of 
judgment,  incapable  of  being  realized,  and  not  likely  to  be 
tried  unless  by  seizing  on  the  existing  capital,  and  confiscat- 
ing it  for  the  benefit  of  the  labourers ;  which  is  even  now 
imagined  by  many  persons,  and  pretended  by  more,  both  in 
England  and  on  the  Continent,  to  be  the  meaning  and  pur- 
pose of  Socialism.  But  there  is  a  capacity  of  exertion  and 
self-denial  in  the  masses  of  mankind,  which  is  never  known 
but  on  the  rare  occasions  on  which  it  is  appealed  to  in  the 
name  of  some  great  idea  or  elevated  sentiment.  Such  an 
appeal  was  made  by  the  French  Revolution  of  1848.  For 
the  first  time  it  then  seemed  to  the  intelligent  and  generous 
of  the  working  classes  of  a  great  nation,  that  they  had 
obtained  a  government  who  sincerely  desired  the  freedom 
and  dignity  of  the  many,  and  who  did  not  look  upon  it  as 
their  natural  and  legitimate  state  to  be  instruments  of  ])ro- 
dnction,  worked  for  the  benefit  of  the  possessors  of  capital. 
Under  this  encourgement,  the  ideas  sown  by  Socialist 
writers,  of  an  emancipation  of  labour  to  be  effected  by 
means  of  association,  throve  and  fructified ;  and  many 
working  people  came  to  the  resolution,  not  only  that  they 
would  work  for  one  another,  instead  of  working  for  a  master 
tiadesman  or  manufacturer,  but  that  they  would  also  free 


cording  to  the  report  of  a  recent  visitor  to  Manilla,  a  similar  constitation  of  the 
relation  between  an  employer  and  labourers.  *Mn  these  Chinese  shops  *^  (at 
Manilla)  "  the  owner  usually  engages  all  the  activity  of  his  countrymen  employed 
by  him  in  them,  by  giving  each  of  them  a  share  in  the  profits  of  the  concern,  or 
in  fact  by  making  them  all  small  partners  in  the  business,  of  which  he  of  course 
takes  care  to  retain  the  lion's  share,  so  that  while  doing  good  for  him  by  man- 
aging it  well,  they  are  also  benefiting  themselves.  To  such  an  extent  is  this  prin- 
ciple carried  that  it  is  usual  to  give  even  their  coolies  a  share  in  the  profits  of 
the  btuineai  in  lieu  of  fixed  wages,  and  the  plan  appears  to  suit  their  temper 
well;  for  although  they  are  in  general  most  complete  eye-servants  when  worlcing 
for  a  fixed  wage,  they  are  found  to  be  most  industrious  and  useful  ones  when 
intefested  even  for  the  smallest  share.** — McMicking's  Recollections  of  Manilla 
and  the  PhUippines  during  1848,  1849,  and  1860,  p.  24. 
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tliemselves,  at  whatever  coBt  of  lahoiir  or  privation,  from 
tliL"  nucessitj  of  paving,  out  uf  the  produce  of  their  industry, 
a  iieavy  tribute  for  the  use  of  capital ;  that  thuy  would 
extinguish  tliis  tax,  not  tiy  robbing  the  capitalistB  of  what 
they  or  their  predecessors  had  acquireii  by  labour  and  pre- 
Bcrved  by  econouiy,  hut  by  honestly  acquiring;  capital  for 
themselves.  If  only  a  few  operatives  had  attempted  this 
airluous  ta&k,  or  if,  while  many  attempted  it,  a  few  only  had 
succeeded,  their  success  might  have  been  deemed  to  rumish 
no  argument  for  their  aysteni  as  a  permanent  mode  of  indui- 
triul  organization.  But,  excluding  all  the  instances  of  fail- 
ure, there  exJet,  or  esiuted  a  short  time  ago,  upwards  of  a 
hundred  siieoej^ftful,  and  many  eminently  prosperous,  asso- 
ciations uf  operatives  in  Paris  alone,  besides  a  considerable 
number  in  ihe  depart ui en ta.  An  instructive  sketch  of  their 
history  and  prhicijiiea  has  been  jiuhliglied,  under  the  title 
of  "  L'Association  Ouvnerc  Indnstrielle  et  Agrieole,  par  H. 
Feugueray  :"  and  as  it  is  frequently  aflinned  in  English  news- 
papers thtit  the  associations  at  Paris  have  failed,  by  writers 
who  a]ipear  to  mistake  the  predictions  of  their  enemiee  8t 
their  first  Ibrniation  for  the  Icftimonics  of  subsi-qncnt  expe- 
rience, I  think  it  important  to  show  by  quotations  from  M. 
Fcugueray's  vnlnnie,  strengthened  by  still  later  testimonies, 
that  these  representations  are  not  only  wide  of  the  truth, 
but  the  extreme  contrary  of  it. 

T!ic  capital  of  most  of  the  associations  was  originally 
confined  to  ilie  few  ttiols  belonging  to  the  founders,  and  ibe 
small  sums  which  conid  be  collected  from  their  savings,  or 
wiilch  wi-re  lent  to  them  by  other  workpeople  as  poor  ta 
theniBclves.  In  some  eases,  however,  loans  of  capital  were 
made  to  them  by  the  republican  g(rvernraent :  but  the  asso- 
ciations wliieli  obtained  these  advances,  or  at  leasf  which 
obtained  tlioin  liclore  they  had  already  achieved  success,  are, 
it  appears,  in  general  by  no  means  the  most  prosperous. 
The  niDst  striking  in&taticos  of  prosperity  are  in  the  case  of 
those  who  have  Iiad  mitliing  to  rely  on  but  their  own  slen- 
der means  and  the  small  loans  of  fellow-workmen,  and  who 
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lived  on  bread  and  water  while  they  devoted  the  whole 
Borplus  of  their  gains  to  the  formation  of  a  capital.  "  Sou- 
vent,"  says  M.  Feugiieray,*  "  la  caisse  etait  tout-a-fait  vide, 
et  il  n'y  avait  pas  de  salaire  du  tout.  £t  puis  la  vente  ue 
marehait  pas,  les  rentrees  se  faisaient  attendre,  les  valeurs 
nc  s'esconiptaient  pas,  le  magasin  des  matieres  premieres 
6tait  vide ;  et  il  fallait  se  priver,  se  restreindre  dans  toutes 
ses  depenses,  se  reduire  quelquefois  au  pain  et  a  Teau  .... 
C'est  au  prix  de  ces  angoisses  et  de  ces  miseres,  e'est  par 
cette  voie  douloureuse,  que  des  hommes,  sans  presque 
aucune  autre  reseource  au  debut  que  leur  bonne  volonte  et 
leurs  bras,  sent  parvenus  a  se  former  unc  clientele,  4 
acquerir  un  credit,  h  se  creer  enfin  un  capital  social,  et  k 
fonder  ainsi  des  associations  dont  I'avenir  aujourd'hui  sem- 
ble  assure." 

I  will  quote  at  length  the  remarkable  history  of  one  of 
these  associations.f 

*'La  necessite  d'un  puissant  capital  pour  Tetablissement 
d^ine  fabrique  de  pianos  etait  si  bien  reconnue  dans  la  cor- 
poration, qu'en  1848  les  delegu^s  de  plusieurs  centaines 
d'ouvriers,  qui  s'etaient  reunis  pour  la  formation  d'unegrande 
association,  demanderent  en  son  nom  au  gouvernement  une 
subvention  de  300,000  fr.,  c'est-a-dire  la  dixieme  partie  du 
fonds  total  vote  par  I'Assemblee  Constituante.  Je  me 
souviens  d'avoir  fait,  en  qualite  de  membre  de  la  commission 
chargee  de  distribuer  ces  fonds,  des  efforts  inutiles  pour 
convaincre  les  deux  d^legues  avec  qui  la  commission  etait 
en  rapport,  que  leur  demande  etait  exorbitante.  Toutes 
mes  instances  resterent  sans  succes ;  je  prolongeai  vainement 
la  conference  pendant  pros  de  deux  heures.  Les  deux 
delegu^s  me  repondirent  imperturbablement  que  leur 
indastrie  6tait  dans  une  condition  speeiale ;  qne  Passociation 
ne  pouvait  s'y  etablir  avec  chance  de  reussite  que  sur  une 
tr&a  grande  echelle  et  avec  un  capital  considerable,  et  que 
la  somme  de  300,000  fr.  etait  un  minimum  au-dessous  du- 

•  P.  112.  t  Pp-  II*-*- 
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quel  ils  ne  pouvaicnt  desceiidre ;  href,  qu'ils  ne  ponvai^nt 
pas  r^diiirc  lenr  demaiidu  d'uii  sou.  La  commission  re- 
fiitia. 

"  Or,  apres  cc  refus,  ct  le  projct  de  la  grande  association 
t'tant  abandoimc',  vdil-i  ce  qui  iirriva;  e'est  que  qiiatorze 
oiivriers,  et  il  tst  assL'z  siiigulicr  que  pariiii  eiix  se  soU 
trouve  run  dca  duux  di'^U'-gui's,  se  n'solureut  a  fondiir  entre 
eux  line  association  pour  Isi  fabriquu  des  pianos,  Le 
projet  I'tait  au  moins  tcnieraira  de  la  part  d'honiines  qui 
n'avaient  ni  argent  ni  crt-dit;  niais  la  foi  ne  raiaonne  pas, 
elle  agit. 

"  Nos  quaturze  homines  se  mirent  done  a  TtKuvre,  et  voici 
le  rwit  do  lours  premiers  travanx,  que  j'L'tnpruntei'mn  article 
du  National,  tri's  Uen  redige  par  M.  Coelmt,  et  dont  je  nie 
plais  :i  attestor  rpxactitude. 

"Qni;Iquoft-nns  d'eiitre  eux,  qui  avaient  travailli!'  a  leur 
propre  coniiite,  apporterent,  tant  en  oulils  qiren  raaterjaux, 
uiie  valeiir  dV-nviron  2000  tV.  II  fallait,  en  outre,  un  fonds 
de  rouluini-nt.  Cliacuu  des  sueietaireH  opera,  non  sans  peine, 
no  verseirnjiit  dc  10  I'r.  Un  certain  iiombre  d'ouvriers,  non 
interes.Sf'e  dans  la  isociete,  firent  acte  d'adhesion,  en  apportant 
de  faibles  offnuides.  Bref,  le  10  mars  1849,  une  soranie  de 
239  iV.  50  cent,  avaiit  t-tti  realisOe,  I'association  fut  deelaree 
ojnstituee. 

"  Ce  i'oiids  soc-ial  nV'-tait  pas  meme  suffisant.  pour  I'instal- 
lation,  et  potir  les  menues  diqiensiig  qu'entrafne  an  jour  le 
jdur  le  sen'lce  d'un  atelier.  Rien  ne  restant  pour  les 
ealaireii,  il  se  passa  pres  de  deux  mois  sans  que  les  tra- 
vailleurs  toueliassent  nn  centime.  Comment  vecnrent-ils 
pendant  cette  crise?  Cuniuie  vivcnt  les  ouvriers  pendant 
le  cbOniagfi,  en  partaf^eant  la  rati'in  du  caniarade  qui  travaille, 
en  vendant  on  en  engafreant  piece  a  piece  le  pen  d'effets 
qn'on  possi'de. 

"  On  avcit  exccutt'  quelques  travaux.  On  en  toucha  le 
\<v\\  le  4  iii;ii  lS4!t.  Cc  jour  fut  ]niur  I'association  ce  qu'est 
une  vict'iirc  a  I'entrce  d'une  canipagne:  aussi  voulut-on  le 
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c^l^brer.  Ton  tea  les  dettes  exigibles  etant  payees,  le  divi- 
dende  dechaque  societaire  s'elevait  a  6  fr.  61  cent.  On 
convint  d'attribuer  a  chaciin  5  fr.  a  valoir  sur  son  sal  aire,  et 
de  consacrer  le  surplus  a  un  repas  fratemel.  Les  quatorze 
societaires,  dont  la  plupart  n'avaient  pas  bu  de  vin  depuis 
un  an,  se  reunirent,  avee  leurs  femmes  et  leurs  enfants.  On 
depensa  32  sous  par  menage.  On  parle  encore  de  cette 
joumee,  dans  les  ateliers,  avec  une  emotion  qu'il  est  difficile 
de  ne  pas  partager. 

"  Pendant  un  mois  encore,  il  fallut  se  contenter  d'une  paie 
de  5  fr.  par  semaine.  Dans  le  courant  de  juin,  un  boulanger, 
melomane  ou  speculateur,  offrit  d'acheter  un  piano  payable 
en  pain.  On  fit  march^  au  prix  de  480  fr.  Ce  fut  une  bonne 
fortune  pour  I'association.  On  eut  du  moins  Tindispensable. 
On  ne  voulut  pas  evaluer  le  pain  dans  le  compte  des  salaires. 
Chacun  mangea  selon  son  appetit,  ou  pour  niieux  dire, 
selon  I'appetit  de  sa  famille;  car  les  societaires  maries 
fdrent  autorises  a  emporter  du  pain  pour  leurs  femmes  et 
leurs  enfants. 

"Cependant  Passociation,  compos^^  d'ouvriers  excel- 
lents,  surmontait  pen  a  pen  les  obstacles  et  les  privations 
quf  avaient  entrave  ses  debuts.  Ses  livres  de  caisse  offVent 
les  meilleurs  temoignages  des  progr^s  que  ses  instruments  ont 
faits  dans  I'estime  des  acheteurs.  A  "partir  du  mois  d'aout 
1849,  on  voit  le  contingent  hebdomadaire  s'elever  a  10,  a  15, 
a  20  fr.  par  semaine ;  mais  cette  demiere  somrae  ne  represente 
pas  tons  les  benefices,  et  chaque  associe  a  laiss^  a  la  masse 
beaucoup  plus  qu'il  n'a  touche. 

"  Ce  n'est  pas,  en  effet,  par  la  somme  que  touche  chaque 
semaine  le  societaire,  qu'il  faut  apprecier  sa  situation, 
mais  par  la  part  de  propriete  acquise  dans  un  ^^tablisse- 
ment  deja  considerable.  Voici  I'etat  de  situation  de  I'asso- 
ciation,  tel  que  je  I'ai  relev6  sur  I'inventaire  du  30  decembre 
1850. 

"  A  cette  ^poque,  les  associes  sont  au  nombre  de  trente- 
deux.  De  vastes  ateliers  ou  magasins,  loues  2000  fr.y  ne 
leur  euffisent  pluB. 
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Franr*.       Ucnttm 

Iiidependaiiimerit  de  routillage,  lvalue  a  5,922    60 
lis   possudciit   en   mart'liandises,  et  Bur- 
tiJiit  en  luatit'i-eE  premieres,  line  va- 

leurde 22,972    28 

Us  out  en  caisse 1,021    10 

Leiira  effets  en  portefeiiille  montent  a  .    .  3,540 

L(3  compte  des  debiteiira  s'elove  a*  .    .    .  5,861    90 


L'actif  social  eat  done  en  totalite  de    .    .     39,317    88 
Sui-  ce  total,  il  ii'est  dii  que  4,737  fr.  86  c. 
A  doe  on'anciers,  et  1,650  fr.  a  qiiatre- 
vingta  adliijreut8;+ enseiuHe      ,     .     .      6,387    86 


Eestcnt 32,930     2 

formant  Tactif  riSel,  eompreiiant  le  capital  indivisible  et  le 
capital  de  reserve  dcs  st)ci('taircs.  L' association,  a  la  mSme 
epo<}ue,  avail  soixaiitc-aeize  pianos  en  eoiistniction,  et  ne  pou- 
vrtit  fournirA  tontes  les  demandes." 

From  a  later  report  we  learn  tliat  this  society  subseguentlv 
divided  itstilf  into  two  separate  associations,  one  of  wliicli, 
ill  1854,  already  possessed  a  circulating  capital  of  56,000 
francs.:}: 

■  "  Ces  dt'ui  di'miiirn  Brliclca  nc  coniprBnncnt  que  cic  tris  bounes  vdcure. 
tjlll,  prEsqile  toutcs,  ont  oil'  soldiua  dc[mia." 

f  "  Cva  lultif  rnnls  ennt  dm  oiivricrs  dii  m^lier  qui  ont  commanditf  1'ii»i>ci>- 
lion  riaiH  sea  dciliiils:  line  jmrtiu  d'enlrc  eni  a  fit*  repubouraic  depuis  le  com- 
tneticeini'nl  Je  INSl-  Le  conipls  di's  erianrii^ra  a  ausai  beauvoup  diminuc;  aa 
as  Avril,  il  nil  i'ulpvait  qu'i  1113  fr.  1S1»  c." 

i  Aniclc  \'j  M.  Chfrliiiliez  on  Leu  Aiiociationii  Oivrierei,  in  the  Jounul 
des  Ecoiiomistvs  for  SuTeiiibur  1881*. 

I  Hiibjoin,  frum  il,  Villiaume  and  M.  Cherbultex,  detailed  partlculu*  oTolbEr 

"Xoua  oiterona  en  pTumii-ir  llji:i,"  r-n-  M.  rlnilmUez,  "camme  lyaal 
Mteint  son  hlltel  prisMilunt  nil    ■■    ■      i-    !■  :     .  i:.  lA—nciatiaQ  Reniquel,  de  h 

Rue  tiuiiai'iin.',  i  rarin,  dunt  11' 1"  1  ^  I'',  [irote  lisiia  rimprimeii* 

Hi'nouard.     Ccltt'  maiaon   nyiim  •  !■■  '.  I'    li.i"i'liT  sea  nfTairea,  JI  propoB 

mil  BUtres  ouvriors  de  s'asaiiHir  n\--f  lui  H  dc  con  (inner  I'cnlrepriae  pour  lent 
propre  compte,  on  deranJldant  une  aubsciilioii  pour  couvrir  le  prii  d'idiat  et  ki 
preniiircs  avaccea.  Qiiliizc  ouvriew  ftcreplirenl  cclle  proposition,  et  fortaiiwl 
line  sociuln  ea  nom  aolleetir,  doQt  les  statuts  flxaienl  le  aal^re  de  chaqua  opto 
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The  same  admirable  qualities  by  which  tlie  associations 
were  carried  through  their  early  struggles,  maiutained  them 
in  their  increasing  prosperity.     Their  rules  of  discipline, 

de  travail  et  pourvoyaieot  k  la  fonnation  graduelle  du  capital  d'exploitation  par 
un  prel^vement  de  25  pour  100  sur  tous  les  salaires,  pr^ldvement  qui  nc  devaii 
doooer  aucun  dividende  et  aucuo  iotdret  jusqu^^  Texpiration  dcs  dix  ann^cs  que 
devait  durer  la  soci^t^.  Remquet  demaDda  et  obtint  pour  lui  la  direction  ab- 
8olue  de  rcntrcprise,  avec  un  aalaire  fix6  tr^  moder6.  A  la  liquidation  defini- 
tive, le  benefice  total  devait  sc  partager  entre  tons  lea  associes,  au  pro  rata  de 
leur  quote-part  dans  le  fondg,  c^est-i-dirc,  du  travail  que  chacun  aurait  foumi. 
Une  subvention  de  80,000  francs  fut  accord^e  par  TEtat,  non  sans  beaucoup  de 
difficulte,  et  a  des  conditions  tr^  on^reuscs.  En  d^pit  de  ces  conditions,  et 
malgre  les  circonstances  d^favorables  qui  i^sultcrent  de  la  situation  politique  du 
pays,  TAssociation  Remquet  a  si  bien  prospcre,  qu  elle  s^est  trouv^e,  k  Tcpoque 
de  la  liquidation,  et  apr^  avoir  rembours^  la  subvention  de  TEtat,  en  possession 
d'un  capital  net  de  155,000  francs,  dont  le  portage  a  produit  en  moyenne, 
10,000  k  11, 000  francs  pour  chaque  aasoci^ :  7,000  en  minimum,  18,000  en  max- 


imum." 


*'La  Society  Fratemelle  des  Ouvriers  Ferblantiers  et  Lampistes  avait  iid 
n>nd^  d^  le  mois  de  mars  1858,  par  500  ouvriers,  comprcnant  la  presque 
totality  de  ceux  qui  appartenaient  alors  k  cette  branche  d^industrie.  Ce  premier 
esBai,  inspire  par  des  id^es  excentriques  et  inapplicables,  n*ayant  pas  survecu 
aux  fatales  joumees  de  juin,  une  nouvelle  association  se  forma,  apr^s  le  rdta- 
blissement  de  Tordrc,  sur  des  proportions  pluj  modestes.  Composee  d'abord  de 
quarante  membrcs,  elle  entreprit  ses  affaires,  en  1849,  avec  un  capital  form^  par 
les  cotisations  de  ses  membres,  sans  demandcr  aucune  subvention.  Aprte 
diverscs  peripeties,  qui  r6duisirent  k  trois  le  nombre  des  associes,  puis  le  rame- 
Derent  k  quatorze,  et  le  fircnt  de  nouveau  retomber  k  trois,  elle  finit  pourtant 
par  se  consolider  entre  quarante-six  membres,  qui  r^form^rent  paisiblement  leurs 
statuts  dans  les  points  que  Texperience  avait  signal^s  comme  vicicux,  et  qui,  leur 
nombre  s^dtant  eiev^  juAqu'^  100  par  des  recrutements  successifs,  se  trouv^rent, 
des  Tann^e  1858,  en  possession  d'un  avoir  de  50,000  francs,  et  en  6tat  de  se  par- 
tager annuellement  un  dividende  de  20,noo  francs. 

**  L*association  dcs  ouvriers  bijoutiers  en  dor4,  la  plus  ancienne  de  touteA, 
s*ecait  form^e  d^  Tannic  1831,  de  huit  ouvriers,  avec  un  capital  de  200  francs 
)m>Tenant  de  leurs  ^pargnes  r^unies.  Une  subvention  de  24,000  francs  lui  per- 
mit, en  1849,  d*etendre  beaucoup  ses  affaires,  dont  le  chiRre  annuel  s'elevait 
d^A»  en  1858,  k  140,000  francs,  et  assurait  k  chaque  asHocic  un  dividende  ^gal 
au  double  de  leur  salaire.^ 

The  following  are  from  M.  Villiaume : — 

"  Apr^  lesjoumdes  de  juin  1848,  le  travail  ^tait  suspendu  dans  le  faubourg 
8aSnt-Antoine,  occupy  surtout,  comme  on  le  sait,  par  les  fabricants  de  meublea 
Queues  menuiaierB  en  fauteuils  firent  un  appel  k  ceux  qui  seraient  disposes  i 
traTailler  ensemble.    Sur  six  a  sept  cents  de  cefte  profession,  quatr«  cents  se 
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iiistL'iid  of  liciiLg  mofC  his,  are  Btriutt'i-  tlian  ihoRO  of  ordinr.rr 
workshops;  but  Leiiig  rules  self-imposed,  for  the  niiiuifcst 
g(wU  of  the  euininuiiity,  aii<l  not  ibr  the  t-onviiiiience  of  an 
employer  iTgai-ded  as  haying  an  I'jipoBite  intei-eiit,  they  are 
far  more  afnipuloiisly  obt-yiid,  and  the  voUiiitary  ohetlieDL-e 
carriijB  with  it  a  seiiSL'  of  personal  worth  and  dignity.  Wiih 
woiiikTfiil  nipidity  the  Sfesociated  work-people  have  learnt  to 
rorri'ct  thu:ie  of  the  ideiis  thiiy  set  ont  with,  which  are  in 
opposition  to  tlie  tcacliing  of  reason  and  experience.     Almost 


Hront  iiiBcrire.     Haa  cununr  It  cnjiilal  manqu^t,  neuf  hammeit  dcs  ptug 

(lu  36'.!  firaics  uii  .luliLi,  ut  i;i.i  Iruiica  iU  ouiitiiups  vn  nrgi'HI. 

"U'urlHiiL  giiiil,  liiur  UivMuli!  el  I'l'Sutlilutic  de  Ittii-a  fdUriiiluros  nugni 
Icurs  rliiWut'lit'',  li'a  HMinHii  fiirtiil  liieiii'-t  au  nomhre  lic  ctni  huii.  lis 
ri'nl  lie  I'Etnt  une  nvmiit  ilc  2ri  milk'  rranca,  rcnilioutsutjlcs  en  ijuutorie  u 
onauilt',  a  rahum  Uu  X  (r.  7G  u.  |iour  teiit  il'iul^riil. 

'■  Kn  1 B57,  le  iiuiiilire  dtj  na*ifi6a  ust  do  fiuijiuiit«-cmq,  cclui  de»  auii 
di'  lmjqL  ell  tiiiiyi'iUH'.  Tuns  les  ossiii'ied  vuteiit  i)our  IVIpclioii  il'iin  LViineii 
niillir^trnliiiil  dt  liuit  moinbri:?,  vl  d'un  (^lii'niit,  diml  Ic  nom  rpprviietite  la 
tii'Ci.'ilc.  L»  tlUtr)1>iiiii)n  cl  In  Eiiivi'illuiiuc  du  tiiivait  dniui  Ics  iiU'lipni  soi 
Guua  >l  ilus  i:uiitri'iiiiiiti-i«  eliniala  pal'  In  gvlnllt  el  le  coniieil.  II  T  u  un  i: 
muitiii  |j(iur  Tiii),a  on  vitigl-i'iriii  tinmiui's. 

"l.e   Initail   fsl    pnji-   am   piin's,  suiviint    U'^  Uirifs  airi'lil'S  fU   nsw 

gfni-iflle.      U  Kalnii'e  |»'m  miini lii.'  3  et  7  franw  par  jour',  scion  le  3 

riiallilet*  de  ruiivrici-.  I^  mojrplinp  est  do  50  fronra  par  qumaiinc.  Ceii 
pajnieol  Ip  luiiiim  tuiiclwnl  |iri-s  lit'  4(1  riimi.':'  tiiii    i|niiiKaiiio,      Fn  (-tand  m 


t'aiyni.'tit  8U  fwn 

,«.     !),«  suulpU'ills  ut  oir.LiI 

.   Lj.i,.i"  II'   |i.-|ij'ji   liX>  fnuxa, 

aitit  JlJlMV.IIll'Si 

Kir  mills.     OiwuH  .fViipifit'  i  !■■ 

'      1    '     ::'. 11.'^  |>liri|uill- 

'Hllir,  ioU   dl( 

Iii'iin'.-'   par  Jimr.      AiiX   li'in.i 

...     1.      <     '.:i'|ij.'   Ill-Ill^  -ie 

dt'fll'it  «.>1liM|.I  )l 

■■  .Ii^liiiipwiil  k  line  aiiiciiili'  dt-  1" 

....:ii -   !...■    K.'iii..  on-dev»d» 

iri^ilf  In^iir.-:-,  i 

'1  di.-  Is  wiuiiiiw  uii-di'ia.     fuL. 

d'nbolii'  l'lat>itii. 

l!>i  du  liitidi,  ri  i'li<!  iL  pruduii  m 

Ml  clltt.     Di-puis  deux  ami.  It 

»yaU.-n.«  des  uii 

leudi'!'  vHt  KiimIii!'  L'n  dadUi:liiil<.',  h 

I'nuae  di'  la  bunue  l-ouIuUv  ik* 

mi'lf'S  n'nit  elf  (]hp  lii-  a«fl  Tnincs,  le  materiel  d'ei- 
alillwciiieiit'  K^lovai'  di'JiV,  en  ta,U,  i  CTIU  ftuia 
li's  (-I'i'aiicuri,  i  24, mil)  fr«ni'a.  Dcpuis  lore  crtU 
Hiiriiisnnli-,  nvuni  IV.'^ii-tv  A  luus  les  obslacles  qui  Ini 
ml  eat  lu  pliia  ruilc  de  Tiirlii  dans  sod  genre,  rt  li 
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all  the  associations,  at  first,  excluded  piecework,  and  gave 
equal  wages  whether  the  work  done  was  more  or  less. 
Almost  all  have  abandoned  this  system,  and  at\er  allowing 

plus  constidei^o.  Elle  fait  des  aflaires  pour  400  mille  francs  par  an.  Voici  son 
inventaire  de  d^cembre  1855. 

Actif. 

Esp^ces 445     70 

Marchandises 82,980     **  fait  d'aTance,  ce  qui  empdche  le 

chomage. 
Salaires  paj^s  d^avance.     .     .       2,421     70 

Materiel 20,891     85 

PortefeuUle 9,711     75 

Mcubles  consign^s.       .     .     .         211     " 

Lover  d'avance 4,933     10 

Debiteurs  divers 48,286     95 

169,831     55 

EfTets  4  payer 8,655 

Fonds  d'association 183 

100  fr.  ^  chacun 7,600  ne  la  doivent  qu^k  eux-m^mes. 

Fonds  de  retenue  indivisible     .     .     9,205     84  pour  I'Etat,  qui  prend  10  p.  100 

par  an  sur  les  b^n^fices,  le  tout 
payable  au  bout  de  14  ans. 

Caisse  de  secours 1,544     30  ne  la  doivent  qu'k  eux-mcmes. 

Pr^t  de  TEtat,  principal  et  int^rfct    27,063      " 

Cr^Dciers  divers 12,559     51 

66,752     66 

Difference  active. 

100,398    90.     La  soci^t^  poss^e  en  r^alit^  128,000  fr.** 

But  the  most  important  association  of  all  is  that  of  the  Masons : — 
**  L*as8ociation  des  masons  fut  fondde  le  10  aoiit  1848.  Elle  a  son  si6ge  rue 
Saint-Victor,  166.  Le  nombre  de  ces  membres  est  dc  86,  et  colui  de  ses  auxil- 
iairea  de  trois  a  quatre  cents.  EUe  a  deux  gdrant8  k  sa  t«';te;  Tun,  charge 
^>^ialemcnt  des  constructions ;  Tautre,  de  Tadministration.  Les  deux  geraut** 
pasaent  pour  les  plus  habiles  entrepreneurs  de  ma^onncrie  dc  Paris,  et  ils  sc  con- 
tentent  d*un  modeste  traitement.  Cettc  association  vient  de  construire  trois  ou 
quatre  des  plus  remar(|uables  hotels  de  la  capitale.  Bicn  qu'ellc  travaillc  avec 
plus  d*economie  que  les  entrepreneurs  ordinaires,  comme  on  ne  la  rembourse 
qa'^  des  termes  ^loignds,  c^est  surtout  pour  elle  qu^unc  banque  serait  n^ceasairc, 
car  elle  a  des  avances  considerables  k  faire.  N6anmoins  elle  proepere,  et  la 
preuve  en  eat  dans  le  dividende  de  66  pour  100  qu*a  produit  cette  annee  son 
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to  evCTv  one  a  fiseil  miniiuani,  sufficient  for  subsistence^ 
tliey  apportion  all  I'tirtlier  reiiiuneratioii  according  t«  tlie 
■work    donL' :   most    of    tlierii    evm    dividing    tlie    jfrofit* 

propri'  capital,  et  tgu'elte  a  paru  am  cilovens  qui  ee  eont  associte  i  see  opin- 

"Ccllc  Bfdocblion  cfl  foniiee  il'ourriers  qui  n'ajiportent  que  leur  IrsTul; 

d'autrra  qui  apjiortoiit  Il'Uf  Iruvail  et  UD  c]ipila]  queioiiuque ;  foGii  de  citojeM 
qui  ne  traraillciit  jxiiiit,  niius  qui  K  aoal  assoi'ie^  en  ri)uml»aiit  un  capitaL 

"  Lw  majona  s«  livrenl  le  soir  k  un  cnseignemcot  muluel,  Chpn  eoi, 
eoiumc  cl]«z  )«e  fabritaula  de  rautcuil^,  le  laaJrvIc  eat  a>igne  aux  fraid  de  li 
8iu'i6(e.  rt  rt|;uit  ea  ouire  un  aalaire  duranl  su  mnJadii;.  Chauun  est  protege  pw 
I'sf^ucintiuir  dutid  tous  It's  acles  lie  sa  v'lu.  Lea  faliricantf  de  fautfuila  auronl 
blenrul  cbacuil  un  capital  <ie  dcui  ou  truU  millu  francs  i  Itur  difpoiition,  s^t 
pour  duler  lean  (illi'5,  soil  pour  coniiiienctT  line  re^rve  pour  I'avenir.  Quanl 
aui  ma^uns.  qut^lquiM-uoa  piisscdent  dtjk  4mJU  francs  d'cpargnea  qui  rtalenl  lu 

"  Avaut  qu'ila  fusacnt  assotits,  ceH  ouvriers  i^taienl  pauTrcment  v^tus  de  la 
TfiK  et  dt  111  blouiie;  juirce  qui',  fiMe  de  prevoyonce,  et  aurtout  i  oaitiie  du 
chomsge,  ila  n'avaient  jamaia  line  sumiue  diaponible  de  60  franes  pour  auhelet 
uaii  ri.'iliiif!;ute.  Aujourd'biij,  In  plupart  font  velua  ausH  bicu  que  les  boui^erUB; 
(jUolquufoia  mtmc  avec  plus  du  goiil.  C'elu  tienl  k  ee  que  i'ouvricr,  ajant  on 
tTt-i".it  daiia  son  a3=nt.'iatiim,  troiiTi' partfuit  cv  diml  il  a  besoin  sur  un  boa  quTI 
wiiiaTit:  I'l  la  i!nis."i-  i.  il.  ..■  ..1;  ,.,■,...,:■,,  .li,,.  ,,■ .-  |.,:il,'  .le  la  somme  4  fteiodre. 
De  la  aorle,  IVi«rgii.- -  :.-..,,   iMuvner.      Pluaieure  in^m*. 

ii'sj-ani  plus  de  Octif^,  ,,.■..■...■  .  ,i  .  i,,,™  dc  lOiJ  frams  paw- 

btev  en  viiiq  nii'i^  nil '  <    <  I  ^ -- m.ii' ..    I- 'Irju'iisua  inutika.     On  leor 

n'tient  lu  ii;r,>  -  ;■  r    |    r  ■     .1  :iii  ln.iii  dcs  I'inq  miiia,  lion  gri,  mat  grt,  ib 

Til.'  (..II  ■  ..,-  :■■..,  -.^i.- .,  ^l  M.  riiiThiiliei  from  a  work  (Die  pnotrbli'litn 
Hud  ii'ii-//(,.( /',,././,. 7i. ..  I..,. —  iis^hiifliH  ilir  arlmitrndtn  ClafrH  in  Kngtotid, 
t'eii«k<':<fli  «u<i  l^-«ilM-IU,<i.d)  puUlisliud  at  Ti.bingpn  in  1860  by  Professor 
llubi'i'  liilii'  III'  tb.'  iiiust  ardi-iit  arid  hi;,'b-principli.'d  aiHiBllea  of  this  kind  of  oo- 
opL'mliiiiii,  Aw*A  (111-  rjpidlj  pmyri'ssivc  grontli  in  prospi-rily  of  the  Maaootf 
Assuciiuiim  up  li>  IbSS; — 

Amnnnl  nf  PrcflU 


2li;,208 

„ 

...      20,000 

isnn  .    .    .    . 

1857  .... 

l,:iwi.in)0 

...   100,000 

I8BS  .     .     .      . 

l.-iHl.ifll 

...   180,000 

<-e  ili-rniL'r  divii 

Jl'uiI^,"  n<Jd» 

M.( 

'btrbuliei,   • 

'  30,000  fruica 
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at  the  end  of  the  year,  in  the  same  proportion  as  the 
earnings.* 

It  is  the  declared  principle  of  most  of  these  associations, 
that  they  do  not  exist  for  tlie  mere  private  benefit  of  the  indi- 
vidual members,  but  for  the  promotion  of  the  co-operative 
cause.  With  every  extension,  therefore,  of  their  business, 
they  take  in  additional  members,  not  to  receive  wages  from 
them  as  hired  labourers,  but  to  enter  at  once  into  the  full 
benefits  of  the  association,  without  being  required  to  bring 
anything  in,  except  their  labour :  the  only  condition  imposed 
is  that  of  receiving  during  a  few  years  a  smaller  share  in  the 
annual  division  of  profits,  as  some  equivalent  for  the  sacri- 

pr^lerte  poar  le  foock  de  r^senre,  et  lea  100,000  francs  restant,  partag^  entre 
lea  anod^  oot  doim6  pour  diacun  de  600  k  1500  francs,  outre  leur  salaire,  et 
leor  part  dans  la  propri6t6  commune  en  hnmeublea  et  en  materiel  dVxploita- 


tkm.** 


Of  the  management  of  the  associations  generally,  M.  Villlaum6  says,  "  J*ai 
pQ  me  oonvaincre  par  moi-m^me  de  Phabilet^  des  g^rants  et  des  conseils  d*ad- 
ministration  des  associations  ouvri^res.  Ces  g^rants  sent  bien  sup^rieurs  pour 
rintelligence,  le  z^le,  et  m^me  pour  la  politesse,  k  la  plupart  des  patrons  ou 
entrepreneurs  particuliers.  Et  chez  les  ouvriers  associes,  les  funestes  habitudes 
dlntemp4rance  disparaiasent  peu  k  pen,  avec  la  grossi^retd  et  la  rudesse  qui  sont 
la  oons^uence  de  la  trop  incomplete  education  de  leur  classc." 

*  Eren  the  association  founded  by  M.  Louis  Blanc,  that  of  the  Uilors  of 
Clicfaj,  after  eighteen  months  trial  of  his  system,  adopted  piece-work.  One  of 
the  reasons  given  by  them  for  abandoning  the  original  system  is  well  worth  ex- 
tracting. *'En  outre  des  vices  dont  j*ai  parli,  les  tailleurs  lui  reprochaient 
d^engendrer  sans  cesse  des  discussions,  des  querelles,  k  cause  de  Tint^r^t  que 
dMCun  avait  k  faire  travailler  ses  voisins.  La  surveillance  mutuelle  de  Tatelier 
d^gte^rait  ainsi  en  un  esclavage  veritable,  qui  ne  laissait  k  personne  la  liberty  de 
ioo  temps  et  de  ses  actions.  Ces  dissensions  ont  disparu  par  Tintroduction  du 
tfmvail  aux  pik^es."  Feugueray,  p.  88.  One  of  the  most  discreditable  tndica* 
tioDt  of  a  low  moral  condition  given  of  late  by  the  English  working  classes,  is 
the  opposition  to  piece-work.  When  the  pajrment  per  piece  is  not  sufficiently 
high,  that  is  a  just  ground  of  objection.  But  dislike  to  piece-work  in  it8elf,  ex- 
eept  imder  mistaken  notions,  must  be  dislike  to  justice  and  fairness;  a  desire  to 
cheat,  by  not  giving  work  in  proportion  to  pay.  Piece-work  is  the  perfection 
of  eootract ;  and  contract,  in  all  work,  and  in  the  mo8t  minute  detail — the  prin- 
ciple of  so  much  pay  for  so  much  service,  carried  out  to  the  utmost  extremity — 
ii  the  iyftem,  of  all  others,  in  the  present  state  of  society  and  degree  of  civiliza- 
tioQ,  moat  &vourable  to  the  worker ;  though  most  unfavourable  to  the  non- 
worker  who  wiahea  to  be  paid  for  being  idle. 
68 
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fieea  of  tlie  founders.  When  members  quit  the  association, 
wiiich  tliev  are  always  at  liljerty  to  do,  tliey  carry  none  of 

the  casiital  with  them :  it  remains  an  iTidivisible  property,  of 
whiuh  tile  members  for  the  time  being  have  the  use,  but  not 
the  arbitrary  dis[K>sal :  by  the  stipulations  of  most  of  the  eou- 
trai'ts,  even  if  the  assoeiation  breaks  up,  the  capital  cannot 
be  divided,  but  must  be  devoted  entire  to  some  work  of 
beneficence  or  of  public  utility.  A  fixed,  and  generally  a 
considerable,  proportion  of  the  annual  profits,  is  not  shared 
aniona;  the  members,  but  added  to  the  capital  of  tbe  associ- 
ation, or  devoted  to  the  repayment  of  advaiiceii  previously 
mnde  to  it:  another  portion  is  set  aside  to  provide  for  the 
bk-k  and  disabled,  and  another  to  form  a  fund  for  extending 
the  practice  of  association,  or  aiding  other  associations  in 
their  need.  The  managers  are  paid,  like  other  members, 
for  the  time  which  is  occupied  in  management,  usually  at 
the  rtite  of  the  higliest  paid  labour :  but  the  rule  is  adhered 
to,  that  the  exercise  of  power  shall  never  he  an  occasion  of 
profit. 

0(  the  ability  of  the  associations  to  compete  successfully 
with  individual  capitalists,  even  at  an  early  period  of  their 
exijtonee,  M.  Fengucray*  said,  "  Les  aeeoi'iations  qui  ont 
etc  fondees  de])ui3  deux  annces,  avaient  bien  des  obstacles  a 
vnincre;  la  plupart  manquaient  jiresque  absolument  de 
capital ;  toutes  niarchaicnt  dans  une  voie  encore  incxploree ; 
ellcs  bravaient  les  perils  qui  menacL-nt  toujours  les  novateurs 
et  les  debutants.  Et  nr'aiimoins,  dans  beaucoup  d'industnes 
oil  elles  se  sont  Otablies,  elles  eoimtituont  dtja  ponr  les 
anciennes  nmisons  une  rivalite  redoutable,  qui  snscite  meme 
des  plaintcs  numbreuscs  dans  une  partie  de  Ib  bourgeoisie, 
noti  pas  seulement  chez  les  traiteurs,  les  limonadiera  et  lea 
cuirt'eurs,  c'est-a  dire  dans  les  industries  oil  la  nature  des 
luwluits  pcrmct  aux  associations  de  compter  sur  la  clientele 
di'mocratiipie,  mais  dans  d'autres  induetriea  ou  elles  n'ont 
pii:!  les  ntOmes  avantages,  On  n'a  qu'a  eonsultcr  par  ei- 
emple  les  fabricants  de  fiiutcnils,  de  chaises,  de  limes,  et 
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Ton  Baura  d'eux  bI  les  ^tablissements  les  plus  important  eo 
leurs  genres  de  fabiicatiou  ne  Bont  pas  les  etablissements 
des  associ^." 

The  vitality  of  these  associationB  must  indeed  be  great,  to 
have  enabled  about  twenty  of  them  to  survive  not  only  the 
anti-BOcialist  reaction,  which  for  the  time  discredited  all  at- 
tempts to  enable  workpeople  to  be  their  own  employers — 
not  only  the  tracas^erUs  of  the  police,  and  the  hostile  policy 
of  the  government  since  the  usurpation — but  in  addition  to 
these  obstacles,  all  the  difficulties  arising  from  the  trjring 
condition  of  financial  and  conmiercial  affairs  from  1854  to 
1858.  Of  the  prosperity  attained  by  some  of  them  even 
while  passing  through  this  difficult  period,  I  have  given 
examples  which  must  be  conclusive  to  all  minds  as  to  the 
brilliant  future  reserved  for  the  principle  of  co-operation. 

It  is  not  in  France  alone  that  these  associations  have 
commenced  a  career  of  prosperity.  To  say  nothing  at  pres- 
ent of  Piedmont  or  of  Germany,  England  can  produce  cases 
of  success  rivalling  even  those  which  I  have  cited  from 
France.  Under  the  impulse  commenced  by  Mr.  Owen,  and 
more  recently  propagated  by  the  writings  and  personal 
efforts  of  a  band  of  friends,  chiefly  clergymen  and  barristers, 
to  whose  noble  exertions  too  much  praise  can  scarcely  be 
given,  the  good  seed  was  widely  sown  ;  the  necessary  alter- 
ations in  the  English  law  of  partnership  were  obtained  from 
Parliament,  on  the  benevolent  and  public-spirited  initiative 
of  Mr.  Slaney ;  many  industrial  associations,  and  a  still 
greater  number  of  co-operative  stores  for  retail  purchases, 
were  founded.  Among  these  are  already  many  instances  of 
remarkable  prosperity,  the  most  signal  of  which  are  the 
Leeds  Flour  Mill,  and  the  Rochdale  Society  of  Equitable 
Pioneers.  Of  this  last  association,  the  most  successful  of  all, 
the  history  has  been  written  in  a  very  interesting  manner 
by  Mr.  Holyoake  ;*  and  the  notoriety  which  by  this  and 
other  means  has  been  given  to  facts  so  encouraging,  is  caus* 


*  Self-help  by  the  People — History  of  Cooperation  in  Rochdale. 
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ing  a  rapid  extension  of  aeswiations  with  similar  objects  in 
Lancashire  and  Yorkshire. 

Tlie  original  capital  of  the  Kochdale  Society  consisted 
of  28/.,  brought  together  by  the  uuassisted  economy  of  about 
forty  lalioui'ers,  through  the  slow  [irocess  of  a  Bubscription 
of  twopence  {afterwards  raised  to  threepeuee)  per  weet. 
With  this  sum  they  established  in  1844  a  small  shop,  or 
store,  for  the  supply  of  a  few  common  articles  for  the  con- 
sumption of  their  own  families.  As  their  carefubicss  and 
honesty  brought  them  an  increase  of  customers  and  of 
Bub.'jtrihers,  they  extended  their  operaMonB  to  a  greater 
number  of  articles  of  consumption,  and  in  a  few  years 
were  able  to  miike  a  large  investment  in  shares  of  a  Co- 
operative Corn  Mill.  Jlr.  Holyoako  thus  relates  the  stages 
of  their  progress  up  to  1S57. 

"The  Equitable  Pioneer's  Society  is  divided  into  seven 
departments :  Grocery,  Drapery,  Butchering,  Shoemakiug, 
Clogging,  Tailoring,  Wholesale. 

"  A  separate  account  is  kept  of  each  business,  and  a 
general  account  is  given  each  quarter,  showing  the  position 
of  the  whole. 

"  Tlie  grocery  business  was  commenced  as  we  have 
related,  in  December  1S44,  with  only  four  articles  to  sell. 
It  now  includes  whatever  a  grocers  shop  should  include. 

"Tlie  drajicry  business  was  started  in  1847,  with  an 
humble  array  of  attractions.  In  1S54  it  was  erected  into 
a  separiite  department. 

"  A  year  earlier,  1^46,  the  Store  begau  to  sell  butchers' 
meat,  buying  eighty  or  one  hnndred  pounds  of  a  tradesman 
in  the  town.  Aiter  a  while,  the  sales  were  discontinued 
until  ISSfl,  when  the  Society  bad  a  warehouse  of  its  own. 
Mr.  tlolm  JFoorhousc.  who  has  now  two  assistants,  buys  and 
kilL-i  for  llie  Society  thi'ee  oxen,  eight  sheep,  sundry  porkers 
and  calves,  whii'li  arc  on  tlu'  average  converted  into  IZOL 
of  Cil^h  per  week. 

"  Shociiiakinp  eoriiiru-iieed  in  1852.  Tliree  men  and  an 
apprentice  make,  aud  a  stock  is  kept  on  sale. 
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"  Clogging  and  tailoring  commenced  also  in  this  year. 

"The  wholesale  department  commenced  in  1852,  and 
marks  an  important  development  of  the  Pioneers'  proceed- 
ings. This  department  has  been  created  for  supplying  any 
members  requiring  large  quantities,  and  with  a  view  to 
supply  the  co-operative  stores  of  Lancashire  and  Yorkshire, 
whose  small  capitals  do  not  enable  them  to  buy  in  the  best 
markets,  nor  command  the  services  of  what  is  otherwise 
indispensable  to  every  store — a  good  buytr^  who  knows  the 
markets  and  his  business,  who  knows  what,  how,  and 
where  to  bny.  The  wholesale  department  guarantees 
purity,  quality,  fair  prices,  standard  weight  and  measure, 
but  all  on  the  never-failing  principle,  cash  payment." 

In  consequence  of  the  number  of  members  who  now 
reside  at  a  distance,  and  the  diflSculty  of  serving  the  great 
increase  of  customers,  "  Branch  stores  have  been  opened. 
In  1856,  the  first  Branch  was  opened,  in  the  Oldham  Koad, 
about  a  mile  from  the  centre  of  Rochdale.  In  1857  the 
Castleton  Branch,  and  another  in  the  Wliitworth  Koad, 
were  established,  and  a  fourth  Branch  in  Pinfold." 

The  warehouse,  of  which  their  original  Store  was  a 
single  apartment,  was  taken  on  lease  by  tlie  Society,  very 
much  out  of  repair,  in  1849.  "  Every  part  has  undergone 
neat  refitting  and  modest  decoration,  and  now  wears  the  air 
of  a  thoroughly  respectable  place  of  business.  One  room  is 
now   handsomely  fitted   up  as   a   newsroom.     Another   is 

neatly  fitted  up  as  a  library Their  newsroom  is  as 

well  supplied  as  that  of  a  London  club."  It  is  now  "  free 
to  members,  and  supported  from  the  Education  Fund,"  a 
fund  consisting  of  2^  per  cent  of  all  the  profits  divided, 
which  is  set  apart  for  educational  purposes.  "  Tlie  Library 
contains  2200  volumes  of  the  best,  and  among  them,  many 
of  the  most  expensive  books  published.  The  Library  is 
free.  From  1850  to  1855,  a  school  for  young  persons  was 
conducted  at  a  charge  of  twopence  per  month.  Since  1855, 
a  room  has  been  granted  by  the  Board  for  the  use  of  from 
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twenty  to  thirtT  persons,  from  the  ^es  of  foarteea  to  fortv 
for  mutual  in5tni(;tion  on  Snndays  and  Tncsdavs.  .  .  . 

"The  toni-niill  wasof  couret-  rented, and  stood  at  Small 
Bridge,  sfjnie  distance  from  the  town — one  mile  ami  a  half. 
The  Sofiftv  liuve  eince  huilt  in  the  town  an  entirely  new 
mill  fur  tliemjelvej.  The  engine  and  the  machinery  are  of 
the  most  sultr^tunlial  and  iini-roved  kind.  Tiie  capital 
invested  in  the  c-om-niill  is  ^.4.l0/.  of  which  3,731/.  l.i-.  2rf. 
i*  6iilir,t;riKeil  fcv  the  EqiiitaMe  Pioneere'  Society.  Tlie 
■■'.rn-niill  ciiiiiloys  eleven  men." 

At  a  latiT  jiL-riod  they  extended  their  operations  to  the 
Btnjile  iiianufuf-tnrL'  itself.  From  the  success  of  the  Pioneers' 
Society  grew  not  only  the  co-operative  com-mill,  bat  a  co- 
o]ii.-raiive  !i,^oeiation  for  cotton  and  woollen  mannfaetnring, 
•'The  <-a]pit!il  in  lliis  di-p:iitiiient  is  -lOW/.,  of  which  sum 
2"i2?.  has  Ijec-n  sul iscrihed  hy  the  Equitable  Pioneere' 
Society.  Tliis  Manufacturing  Society  lias  ninety-six  power 
looms  at  work,  and  enipli>ys  twenty-si.\  men,  seven  women, 
four  hoys,  and  five  girls — in  all  forty-two  persons " 

'■In  I'^it^i  ihe  Store  pun-lnised  for  745/.,  a  warehouse 
ffret'-liohli  (in  liic  dpjinsite  side  of  the  street,  where  they 
keep  and  retail  their  stores  of  flonr,  hntelier's  meat,  pota- 
toes, and  kindred  articles.  Tlieir  committee-rooms  and 
(iffir-es  arc  fitted  lip  in  the  same  building.  Tliey  rent  other 
hnus'-s  adjoining  for  e.-dii-o  and  ho-iery  and  shoe  stores.  In 
their  wihliTnei^.i  of  rooms,  the  visitor  stumbles  upon  shoe- 
makers and  riiilors,  nt  work  imder  liealtliy  conditions,  and 
in  perli.'i'I  jieafo  of  mind  as  to  the  result  on  Saturday  night. 
Tlieir  wareIiou-e=!  are  everywhere  as  honntifully  stocked  as 
Noahs  Ark.  and  eliecrfur customers  literally  "crowd  Toad 
I.Nne  at  night,  >waniiing  like  bees  to  every  counter.  Tlie 
industrial  di^tri^■t-  of  EiiLdaiid  have  not  such  another  sight  as 
the    RfH'iidalo    r'i-o|iir;ili\e    Store  on    Saturday  iiight."* 


•  "  Hut  i'  is  mil,"  t'i'h  Mr.  il'ikunki',  "lln>  lirMIUni'T  of  rommerdal  ■rtr 
ill  wliicb  t^irhvr  wrilir  nr  rpailir  iHIl  inkp  iIie  drifpest  JnWr«£li  it  L<  in  [be  i 
kill)  impr'ivcd  cpirii  animntiiit;  thi.«  itiu-N'"urfi'  ••{  trade.  Bujer  aod  sellet  n 
$B  fricnda ;  ihcre  U  no  overreaching  nn  one  lidc,  uid 


PROBABLE  FUTURE  OF  THE  LABOURING  CLASSEa   375 

Since  the  disgraceful  failure  of  the  Eochdale  Sa\nngs  Bank 
in  1849,  the  Society's  Store  has  become  the  virtual  Savings 
Bank  of  the  place. 

The  following  table,  completed  to  1860  from  the  Alma- 
nack published  by  the  Society,  shows  the  pecuniary  result 
of  its  operations  from  the  commencement. 


Tear. 

No.  of 
Membtrra. 

Arooant  of  capitaL 

£ 

9.     d. 

1844 

28 

28 

0     0 

1845 

74 

181 

12     6 

1846 

86 

252 

7     U 

1847 

110 

286 

5     3i 

.    1848 

140 

397 

0     0 

1849 

390 

1,193 

19     1 

:    1850 

600 

2,299 

10     5 

'   1861 

630 

2,786 

0    u 

1852 

680 

8,471 

0     6 

,   1853 

720 

5,848 

3  11 

1854 

900 

7,172 

15     7 

1855 

1400 

11,032 

12  lOi 

1856 

1600 

12,920 

18     li 

1  1857 

1850 

15,142 

1     2 

1858 

1950 

18,160 

6     4 

1859 

2708 

27,060 

14     2 

1860 

1 

3450 

37,710 

9     0 

Amount  of  c:!Bh  ftalcs  , 
in  »tore  (nnnual).      1 


710 

1,146 

1,924 

2,276 

6,611 

18,179 

17,638 

16,352 

22,760 

33,864 

44,902 

63,197 

79,788 

71,689 

1<H,012 

152,063 


6  6 

17  7 
13  10 

6  54 

18  0 
17  0 

4  0 

6  0 

0  0 

0  0 

12  0 

10  0 

0  0 

0  0 

0  0 

0  0 


Amount  of 

profit 

(ai.Dual] 

1. 

£ 

a 

d. 

82 

17 

6 

80 

16 

H 

72 

2 

10 

117 

16 

lOi 

561 

3 

9 

889 

12 

5 

990 

19 

8i 

1,206 

15 

2i 

1,674 

18 

1H 

1,763 

11 

2i 

3,106 

8 

4i 

3,921 

13 

n 

6,470 

6 

»i 

6,284 

17 

H 

10,789 

18 

fti 

15,906 

9 

11 

I  need  not  enter  into  similar  particulars  respecting  the 
Corn-Mill  Society,  and  will  merely  state  that  in  18C0  its 


....  These  crowds  of  humble  working  men,  who  never  knew  before  when 
UieT  pat  good  food  in  their  mouths,  whose  every  dinner  was  adulterated,  whose 
shoes  let  in  the  water  a  month  too  soon,  whose  waistcoats  shone  with  devils* 
dost,  and  whose  wives  wore  calico  that  would  not  wash,  now  buy  in  the  markets 
like  millionnaires,  and  as  far  as  pureness  of  food  goes,  live  like  lords."  Far  l>et- 
ter,  prolNihly,  in  that  particular ;  for  assuredly  lords  are  not  the  customers  least 
cheated,  in  the  present  race  of  dishonest  competition.  "They  are  weaving  their 
own  stuffs,  making  their  own  shoes,  sewing  their  own  garments,  and  grinding 
their  own  com.  They  buy  the  purest  sugar  and  the  best  tea,  and  grind  their 
own  coffee,  'rhey  slaughter  their  own  cattle,  and  the  finest  bea:<t8  of  the  land 
waddle  down  the  streets  of  Rochdale  for  the  consumiition  of  flannel  weaveni  and 
cobblera  (Last  year  the  Society  advertised  for  a  Provision  Agent  to  make  pur- 
chaaes  in  Ireland,  and  to  devote  his  whole  time  to  that  duty.)  When  did  com- 
petition give  poor  men  these  advantages?  And  will  any  man  say  that  the  moral 
character  of  these  people  is  not  improved  under  these  influences.  The  teetotal- 
len  of  Rochdale  acknowledge  that  the  Store  has  made  more  sober  men  since  it 
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<rf.  t;ir;  tite  jirA:  i'lrtijc  «hiri«-  Tfian-  m  H»J*4t  l±t  W. 

ijJriLjra  »L  iir^  -ln-X  ■i«  -.tf  Mr.  H  -'ytwike. '«W at rtrw  Ac 

it  tir  JSi-iiifcis  Cn^trver  '^  Kit  3^.  1«<*>».  ed^onmSr 
ic3t'.ini^  «  ^T"  b  psn^i^i-  iif  ry.-i  iaJ'-rmtaSte.  ens  dm 
t;j*    -^t^' 'Al   ^t    »:    -A*;   ■tSft  rek'-:!*-!  »/•:*:*. :  aftd  Ae 

Mt.-ztr  >r-df  s-T^  ^—1^7  stTisffcOTT  Ei«:*5iieiiie  re^iecdBp 
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pii^.  fTtjr-.i.  T,''»,';n*, :  i?  Eim;-  sB^a  ^kriit  Ooomaaal 
C->-  :'t-.  T  -  -w.-i  i  ^j-HL  :-:f  4-  '.->»'„  -  rf  »i,iti  more  &aa 

oiri'j  -iT^  .1.'--  :w.  lia:^  c  saesk=g4f>i  <^oaiiiiieiTuI  pnw- 
j»er-T,  ijte  "iis^-t-:  r^  rt:*  ■:<  O-^iiiTi'i  to  siiutlKUac  to 

•-^  ;  -  ""  -^  "•  ■'  ii:i:.k-^i,  «Lti  in  iL»e  t^'v  leading  com- 
xf.-^    i  I--   ■a---li.  -JLt    .■■y-B.-e  (iej<i.-£  of  ^:-t«t  ooouui 

'•'.'A  t}.---r.  :;■  ~-»rrr  ii^*rr  rij"]^  ^sptTim*iit5  t*j  tbe  trinnifib- 
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kB»t.:.~     T;^  .1"<-i>ivin  -/ibv  Sbeiti^^.  d-iriiif  all  Aeir  pa*  WoAa^  tam 
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Attest  Their  admirable  historr  shows  how  vast  an  increase 
might  be  made  even  in  the  aggregate  productiveness  of 
labour,  if  the  labourers  as  a  mass  were  placed  in  a  relation 
to  their  work  which  would  make  it  (what  now  it  is  not) 
their  principle  and  their  interest  to  do  the  utmost,  instead 
of  the  least  possible,  in  exchange  for  their  remuneration. 
In  the  c<M)perative  movement,  the  pennanencj  of  which 
may  now  be  considered  as  ensured,  we  see  exemplified  the 
process  for  bringing  about  a  change  in  society,  which  would 
combine  the  freedom  and  independence  of  the  individual, 
with  the  moral,  intellectual,  and  economical  advantages  of 
aggregate  production ;  and  which,  without  violence  or 
spoliation,  or  even  any  sudden  disturbance  of  existing 
habits  and  expectations,  would  realize,  at  least  in  the  in- 
dnstrial  department,  the  best  aspirations  of  the  democratic 
spirit,  bv  putting  an  end  to  the  division  of  society  into  the 
industrious  and  the  idle,  and  eflfacing  all  social  distinctions 
but  those  fairly  earned  by  personal  services  and  exertions. 
Associations  like  those  which  we  have  described,  by  the 
very  process  of  their  success,  are  a  course  of  education  in 
those  moral  and  active  qualities  by  which  alone  success  can 
be  either  deserved  or  attained.  As  associations  multiplied, 
they  would  tend  more  and  more  to  absorb  all  work-people, 
except  those  who  have  too  little  understanding,  or  too  little 
virtue,  to  be  capable  of  learning  to  act  on  any  other  system 
than  that  of  narrow  selfishness.  As  this  change  proceeded, 
owners  of  capital  would  gradually  find  it  to  their  advantage, 
instead  of  maintaining  the  struggle  of  the  old  system  with 
work-people  of  only  the  worst  description,  to  lend  tbeir 
capital  to  the  associations  ;  to  do  this  at  a  diminishing  rate 
of  interest,  and  at  last,  perhaps,  even  to  exchange  their 
capital  for  terminable  annuities.  In  this  or  some  such 
mode,  the  existing  accumulations  of  capital  might  honestly, 
and  by  a  kind  of  spontaneous  process,  become  in  the  end 
the  joint  property  of  all  who  participate  in  their  productive 
employment:  a  transformation  which,  thus  effected,  (and 
aasuming  of  course  that  both  sexes  participate  equally  in 
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the  rights  and  in  tVe  government  of  the  association)  *  would 
be  the  nearest  approach  to  social  justice,  and  the  most  bene- 
ficial ordering  of  industrial  aflairs  for  the  universal  good, 
which  it  is  possible  at  present  to  foresee. 

g  7.  I  agree,  then,  with  the  Socialist  writers  in  their 
concepti()n  of  the  form  which  industrial  operations  tend  to 
assuiiie  in  the  advance  of  inij)rovement ;  and  I  entirely 
share  their  opinion  that  the  time  is  ripe  for  conmiencing 
this  transformation,  and  that  it  sliould  by  all  just  and  effect- 
ual means  be  aided  and  encouraged.  But  wliile  I  agree 
and  sympathize  with  Socialists  in  this  practical  portion  of 
their  aims,  I  utterly  dissent  from  the  most  conspicuous  and 
vehement  j)art  of  their  teaching,  their  declamations  against 
competition.  AVith  moral  conceptions  in  many  respects  far 
ahead  of  the  existing  arrangements  of  society,  they  have 
in  general  very  confused  and  erroneous  notions  of  its  actual 
working  ;  and  one  of  their  greatest  errors,  as  I  conceive,  is  to 
charge  upon  com|)etition  all  the  economical  evils  which  at 
j)resent  exist.  They  forget  that  wherever  competition  is 
not,  monopoly  is  ;  and  that  mono])oly,  in  all  its  forms,  is 
the  taxation  of  the  industrious  for  the  supjiort  of  indolence, 
if  not  of  plunder.  They  forget,  too,  that  with  the  excep- 
tion of  eomj»etition  among  labourers,  all  other  competition 
is  f(»r  thel^eiieiit  of  tlie  labourers,  V)V  cheapening  the  articles 
they  consume  ;  that  com{)etition   even  in  the  labour    mar- 


*  In  this  rtspccf  n\«)  ihv  \\<H-]u\;\\r  Society  lias  trivcn  an  cxariiple  of  reason 
arnl  ju>tirc,  woiiliy  of"  ilic  ;,'(»(»<1  st-nse  ami  irood  Irclinix  Tiianit'«'Sto<l  in  their  gen- 
cril  prociM-iliniis.  "  Tlio  IJi'clidalc  Stnir/'  -avs  Mr.  UolyiMke,  ''render?  iiici- 
dirit;il  l)tit  \rdiial»l«'  aid  towards  r<ali/iiiLr  tlic  ciNil  iiidcjtcMdfiic*'  of  women, 
^\'lirIl^!l  Tiiav  lie  nninK»'r<  of'llii-  St'»n',  and  vote  in  its  |»i'(»ci'<'diiiL's.  Single  an«i 
ni  niii'il  wdtiMTi  join.  M.iiiv  inani'Ml  \mhimii  ln'conn-  nn'rnl)«'i<  hecause  theii 
1iii-'',um1-  will  ri"t  taki'  the  tn«nMr.  and  ntli<T>  join  in  it  tn  ><'lf-drrenee,  to  pre- 
\'  ill  \]\i-  liu-ltand  iVoni  <|ifndin'j  thrir  inoiirv  in  drink.  Thr  husband  eannot 
\vii!  \'A\\-  till-  .-a\iiiL'~  at  th«'  Store  .-tandinir  in  tlic  wife's  nan-e,  uidess  she  sign? 
til''  "tl.  I.  ( »t  (oni^'-.  a-  th<'  kiw  <till  -^tand-,  tlie  Ini-hand  eouhi  hv  legal  process 
,-,  r  |,,.~-.  ^~i, ,n  ,.t'  liic  jiioiifv.  But  a  pioec^-  tak<s  time,  and  the  husband  gcta 
liol.cr  aiid  thinks  better-  of  it  before  thr  law  can  move.'' 
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ket  is  a  source  not  of  low  but  of  high  wages,  wherever 
the  competition  for  labour  exceeds  the  competition  of 
labour,  as  in  America,  in  the  colonies,  and  in  the  skilled 
trades ;  and  never  could  be  a  cause  of  low  wages,  save  by 
the  overstocking  of  the  labour  market  through  the  too  great 
numbers  of  the  labourers'  families ;  while,  if  the  supply  of 
labourers  is  excessive,  not  even  Socialism  can  prevent  their 
remuneration  from  being  low.  Besides,  if  association  were 
universal,  there  would  be  no  competition  between  la- 
bourer and  labourer ;  and  that  between  association  and 
association  would  be  for  the  benefit  of  the  consumers, 
that  is,  of  the  associations ;  of  the  industrious  classes  gene- 
rally. 

I  do  not  pretend  that  there  are  no  inconveniences  in 
competition,  or  that  the  moral  objections  urged  against  it 
by  Socialist  writers,  as  a  source  of  jealousy  and  hostility 
among  those  engaged  in  the  same  occupation,  are  altogether 
groundless.  But  if  competition  has  its  evils,  it  prevents 
^eater  evils.  As  M.  Feugueray  well  says,*  "  La  racine  la 
j)hi3  profonde  des  maux  et  des  iniquites  qui  couvrent  le 
monde  industriel,  n'est  pas  la  concurrence,  mais  bien  I'ex- 
ploitation  du  travail  par  le  capital,  et  la  part  enorme  que 
les  possesseurs  des  instruments  de  travail  prelevent  sur  les 
produits  ....  Si  la  concurrence  a  beaucoup  de  puissance 
pour  le  mal,  elle  n'a  pas  moins  de  fecondite  pour  le  bien, 
surtout  en  ce  qui  conceme  le  developpement  des  facultes 
individuelles,  et  le  succes  des  innovations."  It  is  the  com- 
mon error  of  Socialists  to  overlook  the  natural  indolence  of 
mankind  ;  their  tendency  to  be  passive,  to  be  the  slaves  of 
habit,  to  persist  indefinitely  in  a  course  once  chosen.  Let 
them  once  attain  any  state  of  existence  which  they  consider 
tolerable,  and  the  danger  to  be  apprehended  is  that  they 
will  tlienceforth  stagnate  ;  will  not  exert  themselves  to  im- 
prove, and  by  letting  their  faculties  rust,  will  lose  even 
the  energy  required  to  preserve  them  from  deterioration. 
Competition  may  not  be  the  best  conceivable  stimulus,  but 

•  P.  90. 
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they  have  the  Bame  interests,  and  depend  for  their  remu- 
neration on  the  same  general  causes,  and  must  resort  for  the 
improvement  of  their  condition  to  the  same  remedies,  as 
the  less  fortunately  circumstanced  and  comparatively  help- 
less multitude. 


BOOK   V. 

OF  THE   LNTLUENCE  OF  GOVERN 

MENT. 


CHAPTEE  L 

OF  THE  FUNCTIONS  OF  GOVERNMENT  IN  GENERAL. 

§  1.  One  of  the  most  disputed  questions  both  in  politi- 
cal science  and  in  practical  statesmanship  at  this  particular 
period,  relates  to  the  proper  limits  of  the  functions  and 
agency  of  governments.  At  other  times  it  has  been  a  sub- 
ject of  controversy  how  governments  should  be  constituted, 
and  according  to  what  principles  and  rules  they  should 
exercise  their  authority ;  but  it  is  now  almost  equally  a 
question,  to  what  departments  of  human  affairs  that  au- 
thority should  extend.  And  when  the  tide  sets  so  strongly 
towards  changes  in  government  and  legislation,  as  a  means 
of  improving  the  condition  of  mankind,  this  discussion  is 
more  likely  to  increase  than  to  diminish  in  interest.  On 
the  one  hand,  impatient  reformers,  thinking  it  easier  and 
shorter  to  get  possession  of  the  government  than  of  the 
intelletits  and  dispositions  of  the  public,  are  under  a  constant 
temptation  to  stretch  the  province  of  goveniment  beyond 
due  bounds :  while,  on  the  other,  mankind  have  been  so 
much  accustomed  by  their  rulers  to  interference  for  pur- 
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iijshij:.  hy  (.'impnti. .rj-  regiilati'^ti,  the  anaimuent  of 
■i'-jf?-t*  tcIr'L  Citu  otiir  b«  elfttrtUitUr  ■>?  ouIt  n^fttllv  toia- 
I'tL^-e-i  I'V  <jjiinion  anil  iliic-ii^iLiii.  that  thert  fiap  gn^wn  np 
a  iplnt  ot"re-i-rain.-c  Th  Umii-  to  tht?  interterent'e  of  govem- 
nit-nt.  niifrelv  as  ?ui4i,  iind  u  (lisi'*^eitii>n  (<>  i«tri<t  its  sphere 
i>f  actio;!  wiriiin  tiie  iiarr'>wt'st  '•ov.n.U.  Fn-ra  ■.Hficreneea 
in  the  liis'-'rii-iil  ■levil.-pment  nt"  ilifferent  iiatir-ns,  cot 
r.ei.-e^i.iry  t^.  '■«  liorp  ilwdt  ttj-jn.  tht?  iDriutr  t'M-ess,  that  of 
es:ig^' ra-ih:;  fliv  j-nvin--;  "t"  iovtrntricnt.  [>rtraiU  inoet, 
h-t'.  in  (-.•■■rr  iD'i  ill  pp:i-t;iri;.  ari.oitj  th<r  Coutitiiiital  Hai- 
ti ■:.i:  tr'  tit ;;;.  E..3i'..i  t!,e  .,o;_tr..rv  -t'iri;  i,.w  L-tlurto  been 
j,.rtil"iitiDuttt. 

Tile gTieral  prini-iples  of  tlie  q'leiUi.n.  in  * •  fur  li^  it  it  a 
qaesti'Xi  of  prim.ii'le.  I  shall  make  an  attt^ui]'!  ly  ileli-miiiie 
in  a  latt-r  '-haptor  of  lliis  Eo-sk  :  after  first  consiiierins  tlie 
eftVi^r?  ]-rt--in<:'-d  bv  the  conduct  of  goTenmient  in  the  eser- 
ci^t^  (if  the  fu:i<i!'iis  noiveriallv  aiknowlc^ige'i  to  hcL^ng  to  it. 
For  this  purfn,™.-.  there  ninit  be  a  fj'ei^ifiiration  of  the  func- 
tions whir-h  ftre._-ir!ier  in'H^'[iara''!e[nirn  tlie  idea  of  a  guvem- 
iiK'Tit,  "r  are  e\er'-I-eJ  lial'iinallv  and  witliouT  ol.jeition  bv 
all  crovemtiitm- :  fts  di^linguifhcd  frum  thi>>e  respecting 
w!,:  -h  it  ha-  l^-tm  cmn^i'l'T'.'!  iiuoTtionaMe  wluther  govtm- 
znt^,:-  -li'iilM  rV'^ni'?^  th--;Ti  or  n"t.  Tin*  I'onner  mav  be 
'-r:f,"d  *Iip  i>i—**-fr>/^  Tiie  httrer  the  •rjitin.  -iJ.  fiuiLtions  of 
giirt-n..'iie:.t.  Bv  ilie  t..r!ii  of.ti.'tial  it  is  not  meant  to 
iinj'!_v.  that  it  '-an  vvi,-r  be  a  matter  of  indiflerencc.  or  ol 
irliitrarv  c-h-iii-e,  wheth'-r  the  giivemnient  ?hculd  or  should 
n-.t  take  upon  it-elf  th>.'  fiin.ii.ms  in  (iue>tion ;  hut  only 
that  l!ip  ex]iedieit'v  of  its  exer<-i<inp  iliem  dot's  not  amount 
to  ne'Rf-iiy,  and  i=  a  fnhjeet  un  whieh  diversity  of  opinion 
dtN'-  or  tnay  exist. 

^  3.  Ii,  :irt._-iiiiiring  tu  enunierate  the  noeessarv  fiino- 
tioiiT  I'f  gi-i-ermui'iit,  wc  find  tliem  to  be  uon^iderably  more 
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multifarious  than  most  people  are  at  first  aware  of,  and  not 
capable  of  being  circumscribed  by  those  very  definite  lines 
of  demarcation,  which,  in  the  inconsiderateness  of  popular 
discussion,  it  is  often  attempted  to  draw  round  them.  We 
sometimes,  for  example,  hear  it  said  that  governments  ought 
to  confine  themselves  to  affording  protection  against  force 
and  fraud :  that,  these  two  things  apart,  people  should  be 
free  agents,  able  to  take  care  of  themselves,  and  that  so  long 
as  a  person  practises  no  violence  or  deception,  to  the  injury 
of  othere  in  person  or  property,  legislatures  and  govern- 
ments are  in  no  way  called  on  to  concern  themselves  about 
him.  But  why  should  people  be  protected  by  their  govern- 
ment, that  is,  by  their  own  collective  strength,  against 
violence  and  fraud,  and  not  against  other  evils,  except  that 
the  expediency  is  more  obvious?  If  nothing,  but  what 
people  cannot  possibly  do  for  themselves,  can  be  fit  to  be 
done  for  them  by  government,  people  might  be  required  to 
protect  themselves  by  their  skill  and  courage  even  against 
force,  or  to  beg  or  buy  protection  against  it,  as  they  actually 
do  where  the  government  is  not  capable  of  protecting  them : 
and  against  fraud  every  one  has  the  protection  of  his  own 
wits.  But  without  further  anticipating  the  discussion  of 
principles,  it  is  sufficient  on  the  present  occasion  to  con- 
sider facts. 

Under  which  of  these  heads,  the  repression  of  force  or 
of  fraud,  are  we  to  place  the  operation,  for  example,  of  the 
laws  of  inheritance?  Some  such  laws  must  exist  in  all 
societies.  It  may  be  said,  perhaps,  that  in  this  matter 
government  has  merely  to  give  effect  to  the  disposition 
which  an  individual  makes  of  his  own  property  by  will. 
This,  however,  is  at  least  extremely  disputable ;  there  is 
probably  no  country  by  whose  laws  the  power  of  testament- 
ary disposition  is  perfectly  absolute.  And  suppose  the 
very  common  case  of  there  being  no  will :  does  not  the  law, 
that  is,  the  government,  decide  on  principles  of  general 
expediency,  who  shall  take  the  succession  ?  and  in  case  the 
successor  is  in  any  manner  incompetent,  does  it  not  appoint 
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persons,  frequently  officers  of  its  own,  to  collect  the  pro- 
perty ami  apply  it  to  his  benefit?  There  are  many  other 
cases  in  which  the  government  iiiickrtakes  the  administra- 
tion of  {)ro])erty,  because  the  public  interest,  or  perhaps 
only  that  (►f  the  particular  ])ersons  concerned,  is  thought  to 
re(]uire  it.  Tliis  is  ot'ten  done  in  cases  of  litigated  property ; 
and  in  eases  of  iudiciallv  det^lared  insolvency.  It  has 
never  been  contended  that  in  doing  these  things,  a  govern- 
ment exceeds  its  province. 

Nor  is  the  function  of  the  law  in  defining  property  itself, 
so  sinij)le  a  thing  as  may  be  suj»posed.  It  may  be  ima- 
gined, pcrhajjs,  that  the  law  has  only  to  declare  and  pro- 
ti'<'t  the  riirht  of  every  one  to  what  he  has  himself  produced, 
or  acquired  by  the  voluntary  consent,  fairly  ol)tained,  of  those 
^\  ho  produced  it.  Ihit  is  there  nothing  recognised  as  prop- 
erty e\ce[»t  what  has  been  produced  ?  Is  there  not  the 
eai'th  itself,  its  forests  atid  waters,  and  all  other  natural 
riehes,  al)ove  and  Ijclow  the  surface?  lliese  are  the  iidieri- 
tanee  of  the  human  race,  and  there  must  be  regulations  for 
tlie  common  eniovment  of  it.  AVhat  riirhts,  and  under 
what  concbtions,  a  persoTi  shall  be  allowed  to  exercise  over 
any  portion  of  this  connnon  iidieritaiice,  cannot  be  left 
undecided.  No  funeti<ni  of  government  is  less  optional 
than  tlie  i-egulation  of  these  things,  or  more  completely  in- 
volved in  the  idea  of  civilized  soeietv. 

« 

Au'ain.  the  leiritimaey  is  conceded  of  n^pressing  violence 
or  trt'Mclierv  ;  but  niider  which  of  these  heads  are  we  to 
phice  the  olilii^-ntinii  iinpose<l  on  ])eo])le  to  pertbi'm  their 
contracts  i  Nnii-jierfonnance  doi's  not  nec(^ssarilv  im])lv 
tVaud  ;  the  ])cr<oii  who  entered  into  the  contract  may  hav( 
sincerclv  iiiten<led  to  fulfil  it  :  and  the  tei*m  fi'and,  which 
can  scarcely  a<linit  of  beini^  extrude*]  even  to  the  case  of 
v«.liint:iry  bre.-icli  of  contract  when  no  dece|)tion  was  prac- 
ticed, i-  certainly  not  .•ipplicable  ^^hcn  the  omis>ion  to  ])er- 
f'Tni  i-  :i  c:i-c  of  ne;ilii:-ence.  I>  it  no  part  of  the  duty  of 
LrM\-crnnient-  to  cntoi-cc  c<»ntracts  ^  llei'c  the  doctrine  of 
non-interfei'cnce  would  no  d<»nbt  be  stretcheil  a  little,  and  it 
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would  be  said,  that  enforcing  contracts  is  not  regulating  the 
affaii-s  of  individuals  at  the  pleasure  of  government,  but 
giving  effect  to  their  own  expressed  desire.  Let  us  acquiesce 
in  this  enlargement  of  the  restrictive  theory,  and  take  it  for 
what  it  is  worth.  But  governments  do  not  limit  their  con- 
cern with  contracts  to  a  simple  enforcement.  Tliey  take 
upon  themselves  to  determine  wliat  contracts  are  fit  to  be 
enforced.  It  is  not  enough  that  one  person,  not  being  either 
cheated  or  compelled,  makes  a  promise  to  another.  There 
are  promises  by  which  it  is  not  for  the  i)ublic  good  that 
persons  should  have  the  power  of  binding  themselves.  To 
say  nothing  of  engagements  to  do  something  contraiy  to 
law,  there  are  engagements  which  the  law  refuses  to  en- 
force, for  reasons  connected  with  the  interest  of  the  prom- 
iser,  or  with  the  general  policy  of  the  state.  A  contract 
by  which  a  person  sells  himself  to  another  as  a  slave,  would 
be  declared  void  by  the  tribunals  of  this  and  of  most  other 
European  countries.  There  are  few  nations  whose  laws  en- 
force a  contract  for  what  is  looked  upon  as  prostitution,  or 
any  matrimonial  engagement  of  which  the  conditions  vary 
in  any  respect  from  those  which  the  law  has  thought  fit  to 
prescribe.  But  when  once  it  is  admitted  that  there  are  any 
engagements  which  for  reasons  of  expediency  the  law  ought 
not  to  enforce,  the  same  question  is  necessarily  opened  with 
respect  to  all  engagements.  Whetlier,  for  example,  the  law 
should  enforce  a  contract  to  labour,  when  the  wages  are  too 
low,  or  the  hours  of  work  too  severe :  whether  it  should 
enforce  a  contract  by  which  a  person  binds  himself  to 
remain,  for  more  than  a  very  limited  period,  in  the  service 
of  a  given  individual :  whether  a  contract  of  marriage, 
entered  into  for  life,  should  continue  to  be  enforced  against 
the  deliberate  will  of  the  persons,  or  of  either  of  the  persons, 
who  entered  into  it.  Every  question  which  can  i)osbibly 
arise  as  to  the  policy  of  contracts,  and  of  the  relations  which 
they  establish  among  human  beings,  is  a  question  for  the 
legislator ;  and  one  which  he  cannot  escape  from  consider- 
ing, and  in  some  way  or  other  deciding. 
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cial  proceedings.  In  doing  these  tilings,  it  has  never  been 
alleged  that  government  oversteps  the  proper  limits  of  its 
functions. 

Again,  however  wide  a  scope  wo  may  allow  to  the 
doctrine  that  individuals  are  the  proper  guardians  of  their 
own  interests,  and  that  government  owes  nothing  to  them 
but  to  save  them  from  being  interfered  with  by  other  peo- 
ple, the  doctrine  can  never  be  applicable  to  any  persons  but 
those  who  are  capable  of  acting  in  their  own  behalf.  The 
individual  may  be  an  infant  or  a  lunatic,  or  fallen  mto  im- 
becility. The  law  surely  must  look  after  the  interest  of 
such  persons.  It  does  not  necessarily  do  this  through  officers 
of  its  own.  It  often  devolves  the  trust  upon  some  relative 
or  connexion.  But  in  doing  so  is  its  duty  ended  ?  Can  it 
make  over  the  interests  of  one  person  to  the  control  of 
another,  and  be  excused  from  supervision,  or  from  holding 
the  person  thus  trusted,  responsible  for  the  discharge  of  the 
trust  ? 

Tliere  is  a  multitude  of  cases  in  which  governments, 
with  general  approbation,  assume  powers  and  execute  func- 
tions for  which  no  reason  can  be  assigned  except  the  simple 
one,  that  they  conduce  to  general  convenience.  We  may 
take  as  an  example,  the  function  (which  is  a  monopoly  too) 
of  coining  money.  This  is  assumed  for  no  more  recondite 
purpose  than  that  of  saving  to  individuals  the  trouble, 
delay,  and  expense  of  weighing  and  assaying.  No  one, 
however,  even  of  those  most  jealous  of  state  interference, 
has  objected  to  this  as  an  improper  exercise  of  the  powers 
of  government.  Prescribing  a  set  of  standard  weights  and 
measures  is  another  instance.  Paving,  lighting,  and  cleans- 
ing the  streets  and  thoroughfares,  is  another  ;  whether  done 
by  the  general  government,  or,  as  is  more  usual,  and  gener- 
ally more  advisable,  by  a  municipal  authority.  Making  or 
improving  harUmrs,  building  light-houses,  making  surveys 
in  order  to  have  accurate  maps  and  charts,  raising  dykes  to 
keep  the  sea  out,  and  embankments  to  keep  rivers  in,  are 
cases  in  point 
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Examples  niiglit  be  indefinitely  multiplied  without 
intriidin<r  on  any  disputed  ground.  But  enough  ha^  been 
fcaid  to  .-how  that  the  admitted  functions  of  government 
embr;tr-e  a  nunh  wider  tield  than  can  easily  be  included 
within  the  rinir-t'ence  of  anv  restrictive  definition,  and  that 
it  i-  hardly  po-sible  to  tind  any  ground  of  justification 
common  to  them  all,  except  the  comprehensive  one  of 
g«-n«  ral  ex{>ediency  ;  nor  to  limit  the  interferer.c-e  of  govern- 
nn-nt  1)V  anv  universal  nile,  save  the  simple  and  vaL^ue  one 
that  it  .-hould  never  be  admitted  but  when  the  case  of  expe- 
di«;n<'v  i-  fttioiii;. 


Some  observations,  however,  may  be  usefully  be- 
stoui'd  on  the  nature  of  the  considerations  on  wliich  the 
(pK'.-tion  of  government  interference  is  n  est  likely  to  turn, 
and  on  the  m<»de  of  cstimatmg  the  com{>arative  magnitude 
of  the  expediencies  involved.  This  will  form  the  last  of  the 
tljr«'e  pjirts  into  which  our  discussion  of  the  principles  and 
ef!ert>  of  government  interference  may  conveniently  be 
divid<  d.     The  following  will  be  our  clivision  of  the  subject. 

AVe  shall  fir-t  consider  tlie  eeonomieal  effects  arising 
from  the  mannei*  in  which  tr<'Vermnents  ix^rform  their  neces- 
sarv  and  acl<nowledL'"ed  functions. 

AVe  shall  then  jkiss  to  r-ertain  governmental  interferences 
of  what  I  ljav</  termed  tlie  optional  kind  {i.e.  overstep])ing 
the  iM.undaries  ot*  the  universally  acknowledged  functions) 
whi.j)  li;i\c  licretotbre  taken  place,  and  in  some  cases  still 
t;d<«'  phec.  under  the  influence  of  false  general  theories. 

It  w  ill  la-tly  remain  to  iiKjuire  whether,  independently 
of  :iiiv  fa!-e  theorv,  and  con>i>tent]v  with  a  correct  view  of 
tin-  l;iw>  which  rc"-nlntc  hnruin  iilfairs,  tliere  ])e  anv  cases 
of  the  nptionnl  chi->  in  which  governmental  interference  is 
re;i||\    ;id\i-;dtle.  ;ind  wlint  ai'c  those  cases. 

The  lir-t  of  tlx'se  divisions  is  of  an  extremely  miscel- 
hue  "ii-  character:  since  the  Tie<'es>arv  tunctions  of  jrovern- 
nieht,  :nid  tlio.-e  which  are  so  manifestly  exj'edient  that 
the\    lia\«'    never   or   \  erv  r:irelv    been   objected   to,   ai*e,   as 
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already  pointed  out,  too  various  to  be  brought  under  any 
very  simple  classification.  Those,  however,  which  are  of 
]>rineipal  importance,  which  alone  it  is  necessary  here  to 
consider,  may  be  reduced  to  the  following  general  heads. 

First,  the  means  adopted  by  governments  to  raise  the 
revenue  which  is  the  condition  of  their  existence. 

Secondly,  the  nature  of  the  laws  which  they  prescribe  on 
the  two  great  subjects  of  Property  and  Contracts. 

Thirdly,  the  excellences  or  defects  of  the  system  of 
means  by  which  they  enforce  generally  the  execution  of 
their  laws,  namely,  their  judicature  and  police. 

We  commence  with  the  first  head,  that  is,  with  the 
theory  of  Taxation. 


CHAPTER  II. 

ON   THE   GENERAL   PKINCIPLES   OF   TAXATION. 

§  1.  The  qualities  desirable,  economically  speaking, 
in  a  system  of  taxation,  have  been  embodied  bv  Adam 
Smith  in  four  maxims  or  principles,  which,  having  been 
generally  concuiTcd  in  by  subsequent  writers,  may  be  said 
to  have  become  classical,  and  this  chapter  cannot  be  better 
commenced  than  by  quoting  them.* 

'^  1.  The  subjects  of  every  state  oui^jht  to  contribute  to 
tlie  support  of  the  government,  as  nearly  as  possible  in  pro- 
portion to  their  respective  abilities  :  that  is,  in  proportion  to 
the  revenue  which  tliey  respectively  enjoy  under  the  pro- 
tection of  the  state.  In  the  observation  or  neglect  of  this 
nuixim  consists  what  is  called  the  equality  or  inequality  of 
taxation. 

'*  2.  The  tax  which  (»ach  individual  is  bound  to  pay 
ouii'ht  to  be  certain,  and  not  arbitrary.  The  time  of  pav- 
nicnt,  the  manner  of  jKivment,  the  quantity  to  be  paid, 
ought  all  to  be  cli.'in*  and  ]>l:iiii  to  the  contriluitor,  and  to 
every  other  ]>rr>on.  Where  it  is  othei'wise,  every  |>erson 
subject  to  the  tax  is  jnit  more  or  less  in  the  power  of  The 
taxgatherer,  wlio  can  either  aggravate  the  tax  u]>on  any 
obiHJxious  contributor,  or  extort  bv  the  terror  of  such 
agi!"i"avation,  some  ])resent  or  ])er([ui>ite  to  himself.  The 
unceilaiiitv  of  taxation  encourairos  the  insolence  and  fa- 
yours  the  corruption  of  a!i  oi'der  of  men  who  an^  luiturally 
un|inpu]Mi\  eveu   when   they  ww  neither    insolent    nor  cor- 

■    Wxiltli  of'  Siitioit^^  liiM»k  V.  ell.  ii. 
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nipt.  The  certainty  of  what  each  individual  ought  to  pay 
IB,  in  taxation,  a  matter  of  bo  great  importance,  that  a  very 
considerable  degree  of  inequality,  it  appears,  I  believe,  from 
the  experience  of  all  nations,  is  not  near  so  great  an  evil,  aa 
a  very  small  degree  of  uncertainty. 

"  3.  Every  tax  ought  to  be  levied  at  the  time,  or  in  tho 
manner,  in  which  it  is  most  likely  to  be  convenient  for  the 
contributor  to  pay  it.  A  tax  upon  the  rent  of  land  or  of 
houses,  payable  at  the  same  term  at  which  such  rents  are 
usually  paid,  is  levied  at  a  time  when  it  is  most  likely  to  be 
convenient  for  the  contributor  to  pay  ;  or  when  he  is  most 
likely  to  have  wherewithal  to  pay.  Taxes  upon  such  con- 
sumable goods  as  are  articles  of  luxury,  are  all  finally  paid 
by  the  consumer,  and  generally  in  a  manner  that  is  very 
convenient  to  him.  He  pays  them  by  little  and  little,  as  he 
has  occasion  to  buy  the  goods.  As  he  is  at  liberty,  too, 
either  to  buy  or  not  to  buy,  as  he  pleases,  it  must  be  his  own 
fault  if  he  ever  suffers  any  considerable  inconvenience  from 
such  taxes. 

"  4.  Every  tax  ought  to  be  so  contrived  as  both  to  take 
out  and  to  keep  out  of  the  pockets  of  the  people  as  little 
as  possible  over  and  above  what  it  brings  into  the  public 
treasury  of  the  state.  A  tax  may  either  take  out  or  keep 
out  of  the  pockets  of  the  people  a  great  deal  more  than  it 
brings  into  the  public  treasury  in  the  four  following  ways. 
First,  the  levying  of  it  may  require  a  great  number  of  oflB- 
cers,  whose  salaries  may  eat  up  the  greater  part  of  the  prod- 
uce of  the  tax  and  whose  perquisites  may  impose  another 
additional  tax  upon  the  people."  Secondly,  it  may  divert  a 
portion  of  the  labour  and  capital  of  the  community  from  a 
more  to  a  less  productive  employment.  "  Thirdly,  by  the 
forfeitures  and  other  penalties  which  those  unfortunate  indi- 
viduals in(jur  who  attempt  unsuccessfully  to  evade  the  tax, 
it  may  frequently  ruin  them,  and  thereby  put  an  end  to  the 
benefit  which  the  community  might  have  derived  from  the 
employment  of  their  capitals.  An  injudicious  tax  offers  a 
great  temptation  to  smuggling.     Fourthly,  by  subjecting 
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tlie  ]>eople  to  the  frequent  visits  and  the  odious  examination 
of  the  tax-gatlierers,  it  may  expose  tliem  to  much  unnec- 
essary trouble,  vexation,  and  oppression  :  "  to  which  may 
be  added,  that  the  restrictive  reguhitions  to  which  trades 
and  manufactures  are  often  subjected  to  ])revent  evasion  of 
a  tax,  are  not  only  in  themselves  troublesome  and  expensive, 
but  often  oi)pose  insuperable  obstacles  to  making  improve- 
ments in  the  processes. 

The  last  three  of  these  four  maxims  require  little  other 
ex})l:ination  or  illustration  than  is  contained  in  the  j)assage 
itself.  Mow  far  any  given  tax  conforms  to,  or  conflicts  with 
thcni,  is  a  matter  to  be  con>idered  in  the  discussion  of  par- 
ticular taxes.  But  the  first  of  the  four  points,  equality  of 
taxation,  recjuircs  to  be  mure  fully  examined,  being  a  thing 
often  inq)erfectly  understood,  and  on  which  many  false  no- 
tions have  become  to  a  certain  degree  accredited,  through  the 
absence  of  any  definite  principles  of  judgment  in  the  popular 
mind. 

§  2.  For  what  reason  ought  equality  to  he  the  rule  in 
matters  of  taxation  (  For  the  reason,  that  it  ought  to  be  so 
in  all  artciirs  of  j^-overnment.  As  i\  ^-overnment  ouij;ht  to 
make  no  distinction  of  persons  or  classes  in  tlic  strength  of 
their  claim-  on  it,  whatever  sacrifices  it  recjuires  from  them 
.shouhl  be  made  to  bear  as  nearly  as  [)os>ible  with  tlie  same 
]>re->uie  uj-ou  till,  which  it  mu^t  be  ob>er\'ed,  is  the  mode  by 
wlii<-li  |ea-t  sa<'riti(M'  i>  oceasinned  on  the  wh(»lc.  If  anyone 
l>c;ii->  lr>s  than  his  t:iir  >hare  of  the  burthen,  soine  other 
]>er-<»n  mn>t  siiti'er  more  than  liis  share,  and  the  alleviation 
to  the  one  IS  imt,  ntfrris  jhf rihus,  so  ^riMt  a  uood  to  him,  as 
the  increa.-e<l  pre->iire  iijton  the  other  is  an  evil,  F([Uality 
of  taxation,  tlieretoi'e,  a>  a  maxim  of  ])olitic-,  means  c(iualitr 
of" -;ic]'iti(T.  It  mean- a|'|>ortioiiiiig  the  cniitribntion  of  each 
per-oii  t't\v;ir<l>  tlie  e\]ien>cs  of  gnNci-umeiit,  >< ►  that  he  shall 
terl  !ieith('i- m»ti-e  loi'  k's>  iiicoiiveiiit'iice  t'rom  hi<  share  of  the 
paNiiicTit  than  e\'crv  other  ])cr<(»ii  experiences  from  his. 
Tlii>  sta]i<lai-<].  like  other  stamlanls  <»f  perfection,  cannot  be 
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completely  realized  ;  but  the  first  object  in  every  practical 
discussion  should  be  to  know  what  perfection  is. 

There  are  persons,  however,  who  are  not  content  with 
the  general  i)rincij)le8  of  justice  as  a  basis  to  ground  a  rule 
of  finance  upon,  but  must  have  something,  as  they  think, 
more  specifically  appropriate  to  the  subject.  What  best 
pleases  them  is,  to  regard  the  taxes  paid  by  each  member 
of  the  community  as  an  equivalent  for  value  received,  in 
the  shape  of  service  to  himself;  and  they  prefer  to  rest 
the  justice  of  making  each  contribute  in  proportion  to  his 
means,  upon  the  ground,  that  he  who  has  twice  as  much 
proj)erty  to  be  protected,  receives,  on  an  accurate  calculation, 
twice  as  much  protection,  and  ought,  on  the  principles  of 
bargain  and  sale,  to  pay  twice  as  much  for  it.  Since,  how- 
ever, the  assumption  that  government  exists  solely  for  the 
protection  of  property,  is  not  one  to  be  deliberately  adhered 
to  ;  some  consistent  adherents  of  the  quid  pro  quo  principle 
go  on  to  observe,  that  protection  being  required  for  persons 
as  well  as  property,  and  everybody's  person  receiving  the 
same  amount  of  protection,  a  poll-tax  of  a  fixed  sum  per  head 
is  a  [)roper  equivalent  for  this  part  of  the  benefits  of  govern- 
ment, while  the  remaining  part,  protection  to  property,  should 
l)e  paid  for  in  proportion  to  property.  There  is  in  this  ad- 
justment a  false  air  of  nice  adaptation,  very  acceptable  to 
some  minds.  But  in  tl^  first  place,  it  is  not  admissible  that 
the  protection  of  persons  and  that  of  property  are  the  sole 
purposes  of  government.  The  ends  of  government  are  as 
comprehensive  as  those  of  the  social  union.  They  consist  of 
all  the  good,  and  all  the  immunity  from  evil,  which  the  exist- 
ence of  government  can  be  made  either  directly  or  indirectly 
to  bestow.  In  the  second  place,  the  practice  of  setting 
definite  values  on  things  essentially  indefinite,  and  making 
them  a  ground  of  practical  conclusions,  is  peculiarly  fertile 
in  false  views  of  social  questions.  It  cannot  be  admitted, 
that  to  be  protected  in  the  ownership  of  ten  times  as  much 
property,  is  to  be  ten  times  as  nmch  protected.  Whether 
the  labour  and  expense  of  the  protection,  or  the  feelings  of 
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the  protected  person,  or  any  other  definite  thing  be  made 
the  standard,  tliere  is  no  sneh  proportion  as  the  one  sup- 
posed, nor  any  other  definable  proportion.  If  we  wanted  to 
estimate  the  degrees  of  benefit  which  different  persons  derive 
from  the  protection  of  government,  we  should  have  to  con- 
sider who  would  suffer  most  if  that  protection  were  with- 
drawn :  to  which  question  if  any  answer  could  be  made,  it 
mnst  be,  that  those  would  suffer  most  who  were  weakest  in 
mind  or  body,  cither  by  nature  or  by  position.  Indeed, 
such  persons  would  almost  infallibly  be  slaves.  If  there 
were  any  justice,  therefore,  in  the  theory  of  justice  now 
under  consideration,  those  who  are  least  capable  of  hel])ing 
or  (kfendiiig  themselves,  being  those  to  whom  the  protec- 
tion of  government  is  the  most  indispensable,  ought  to  pay 
the  greatest  share  of  its  ])rice :  the  reverse  of  the  true  idea 
of  distri])utive  justice,  which  consists  not  in  imitating  but 
in  redressing  the  inequalities  and  wrongs  of  nature. 

Government  must  be  regarded  as  so  pre-eminently  a  con- 
cern (jf  all,  that  to  determine  who  are  most  interested  in  it 
is  of"  no  real  importance.  If  a  person  or  class  of  persons 
receive  so  small  a  share  of  the  benefit  as  makes  it  necessaiv 
to  raise  the  (lucstion,  there  is  something  else  than  taxation 
whicli  is  amiss,  and  thii  thing  to  be  done  is  to  remedy  the 
defect,  instead  of  recognising  it  and  making  it  a  grouiul  tor 
demanding  kv<s  taxes.  As  in  a  case  of  vohintary  subscrip- 
tion for  a  ])ur|)ose  in  which  all  are  interested,  all  are  thought 
to  have  done  their  ])art  fairly  when  each  has  contributed 
according  to  liis  means,  that  is,  has  made  an  equal  sacrifice 
for  the  common  ol»ject ;  in  like  manner  should  this  ])e  the 
])rincij)lc  ot' c<nnpulsorv  contril)Utions  :  and  it  is  su|)erfluous 
to  lo.»k  tor  a  more  iiiircnious  or  recondite  trround  to  rest  the 
]»rinci{»le  upon. 


Setting  out,  tJKU,  from  tlie  maxim  that  equal 
sacrifices  oiiirlit  to  be  demanded  tVoni  all,  we  have  next  to 
iii(juli-c  \\liitlicr  this  is  in  tact  done,  l)y  making  each  contrib- 
ute  the  same  percentage  on   his  pecuniary  means.     Many 
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persons  maintain  the  negative,  saying  that  a  tcntli  part  taken 
from  a  small  income  is  a  heavier  burthen  than  the  same 
fraction  deducted  from  one  much  larger;  and  on  this  is 
grounded  the  very  popular  scheme  of  what  is  called  a 
graduated  property  tax,  viz.  an  income  tax  in  which,  the 
percentage  rises  with  the  amount  of  the  income. 

On  the  best  consideration  I  am  able  to  give  to  this 
question,  it  appears  to  me  that  the  portion  of  trath  which  the 
doctrine  contains,  arises  principally  from  the  difference  be- 
tween a  tax  which  can  be  saved  from  luxuries,  and  one  which 
trenches,  in  ever  so  small  a  degree,  upon  the  necessaries  of 
life.  To  take  a  thousand  a  year  from  the  possessor  of  ten 
thousand,  would  not  deprive  him  of  anything  really  condu- 
cive either  to  the  support  or  to  the  comfort  of  existence ; 
and  if  such  would  be  the  effect  of  taking  five  pounds  from 
one  whose  income  is  fifty,  the  sacrifice  required  from  the  last 
is  not  only  greater  than,  but  entirely  incommensurable  with, 
that  imposed  upon  the  first.  The  mode  of  adjusting  these 
inequalities  of  pressure  which  seems  to  be  the  most  equitable, 
is  that  recommended  by  Bentham,  of  leaving  a  certain  min- 
imum of  income,  sufficient  to  provide  the  necessaries  of  life, 
untaxed.  Suppose  50^  a  year  to  be  sufficient  to  provide 
the  number  of  persons  ordinarily  supported  from  a  single 
income,  with  the  requisites  of  life  and  health,  and  with 
protection  against  habitual  bodily  suffering,  but  not  with 
any  indulgence.  Tliis  then  should  be  made  the  minimum, 
and  incomes  exceeding  it  should  pay  taxes  not  upon  their 
whole  amount,  but  upon  the  surplus.  If  the  tax  be  ten  per 
cent,  an  income  of  60Z.  should  be  considered  as  a  net  income 
of  10/.,  and  charged  with  \L  a  year,  while  an  income  of 
1000/.  should  be  charged  as  one  of  950/.  Each  would  then 
pay  a  fixed  proportion,  not  of  his  whole  means,  but  of  his 
superfluities.  An  income  not  exceeding  50/.  should  not  be 
taxed  at  all,  either  directly  or  by  taxes  on  necessaries ;  for  as 
by  supposition  this  is  the  smallest  income  which  labour 
ought  to  be  able  to  command,  the  government  ought  not  to 
be  a  party  to  making  it  smaller.     Tliis  arrangement  however 
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would  constitute  a  reason,  in  addition  to  others  whieli  might 
be  stated,  for  maintaining  taxes  on  articles  of  hixnry  con- 
sumed by  the  poor.  The  immunity  extended  to  the  income 
required  for  necessaries,  should  depend  on  its  being  actually 
expended  for  that  purpose;  and  the  poor  who,  not  having 
more  than  enough  for  necessaries,  divert  any  part  of  it 
to  indulgences,  should  like  other  peojde  contribute  their 
quota  out  of  those  indulgences  to  the  expenses  of  the  state. 

Tlie  exemption  in  favour  of  the  smaller  incomes  should 
not,  1  think,  be  stretched  further  than  to  the  amount  of 
income  needfid  for  life,  licalth,  and  immunity  from  bodily 
]>ain.  If  50/.  a  year  is  sutiicient  (which  may  be  doubted)  for 
thi'sc  jairposes,  an  income  of  100/.  a  year  would,  as  it  seems 
to  nic,  oV)tain  all  the  relief  it  is  entitled  to,  compared  with  one 
of  1000/.,  by  being  taxed  only  on  50/.  of  its  amount.  It  may 
be  said,  indeed,  that  to  take  100/.  from  1000/.  (even  giving 
back  five  pounds)  is  a  heavier  impost  than  1000/.  taken 
from  10,000/.  (giving  back  the  same  five  pounds).  But  this 
doctiine  seems  to  me  too  dis])utable  altogether,  and  even  if 
true  at  jdl,  not  true  to  a  sufHcient  extent,  to  be  made  the 
foundation  of  any  rule  of  taxation.  Whether  the  person 
with  10,000/.  a  year  cares  less  for  lOOfi/.  than  the  person 
with  unlv  10(M)/.  a  vcar  cares  fV>r  loo/.,  and  if  so,  how  much 
less,  dors  not  aj^pear  to  me  capable  of  being  decided  with  the 
di'L^rec  of  certaint\  vn  which  a  letrislator  oi*  a  financier  ouii^ht 
to  a<-t. 

Sinni'  iiidrrd  contend  tliat  the  rule  of  pi'oportional  taxa- 
tion bcai's  hai-dci"  upon  the  moderate  than  upon  the  large  in- 
comes. lie(an>«*  the  >ame  proportional  ]>ayment  has  morc^ 
t»'nden<-y  in  tlie  f»nner  ca>e  than  in  the  latter,  to  reduce  the 
payer  to  a  lower  gi'ade  of  social  rank,  TIk^  fact  aj^^pears  to 
NIC  more  tliaii  (jue-tioiiable.  But  c\'en  admitting  it,  I  object 
toils  lieini:- coii-idrred  incnmbent  on  i:*ovei"nment  to  shaj^e 
it-  ci'iii'-c  l)\-  such  ci)ii>idcratioiis,  or  tc»  reeoi;ni>(^  the  noti<»n 
that  -ocial  iiii j>oi-t;iTicc  i>  nr  can  be  dcternniu'd  by  amount 
ol' •  xpenditure.  ^rovermnent  ought  to  set  an  example  of 
j'atliiirall  thiuL^s  at    their   true    \abie,   and   riches,   therefore. 
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at  the  worth,  for  comfort  or  pleasure,  of  the  things  which 
they  will  buy :  and  ought  not  to  sanction  the  vulgarity  of 
prizing  them  for  the  pitiful  vanity  of  being  known  to  pos- 
sess them,  or  the  paltry  shame  of  being  suspected  to  be 
^vithoiit  them,  the  presiding  motives  of  three-fourths  of  the 
expenditure  of  the  middle  classes.  The'  sacrifices  of  real 
comfort  or  indulgence  which  government  requires,  it  is 
hound  to  apporticm  among  all  persons  with  as  much  equality 
as  possible ;  but  their  sacrifices  of  the  imaginary  dignity 
dependent  on  expense,  it  may  spare  itself  the  trouble  of 
estimating. 

Both  in  England  and  on  the  Continent  a  graduated 
property-tax  {Vimpdt  progressif)  has  been  advocated,  on  the 
avowed  ground  that  the  state  should  use  the  instrument  of 
taxation  as  a  means  of  mitigating  the  inequalities  of  wealth. 
I  am  as  desirous  as  any  one,  that  means  should  be  taken  to 
diminish  those  ineqnalities,  but  not  so  as  to  relieve  the 
prodigal  at  the  expense  of  the  prudent.  To  tax  the  larger 
incomes  at  a  higher  percentage  than  the  smaller,  is  to  lay  a 
tax  on  industry  and  economy  ;  to  impose  a  penalty  on  peo- 
ple for  having  worked  harder  and  saved  more  than  their 
neighbours.  It  is  not  the  foitunes  which  are  earned,  but 
those  which  are  unearned,  that  it  is  for  the  public  good  to 
place  under  limitation.  A  just  and  wise  legislation  would 
abstain  from  holding  out  motiv.es  for  dissipating  rather  than 
saving  the  earnings  of  honest  exertion.  Its  impartiality 
between  competitors  would  consist  in  endeavouring  that 
they  should  all  start  fair,  and  not  in  hanging  a  weight  upon 
the  swifl  to  diminish  the  distance  between  them  and  the 
slow.  Many,  indeed,  fail  with  greater  efforts  than  those 
with  which  others  succeed,  not  from  difference  of  merits, 
but  difference  of  opportunities ;  but  if  all  were  done  which 
it  would  be  in  the  power  of  a  good  government  to  do,  by 
instruction  and  by  legislation,  to  diminish  this  inequality  of 
opportunities,  the  differences  of  fortune  arising  from  peo- 
ple's own  earnings  could  not  justly  give  um])rage.     With 

respect  to  the  large  fortunes  acquired   by  gift  or  inheri- 
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tance,  the  power  of  bequeathing  is  one  of  those  privileges 
of  proi>erty  wliieh  are  Ht  subjects  for  regulation  on  grounds 
of  general  expediency  ;  and  1  liave  already  suggested,*  as 
the  most  eligible  mode  of  restraining  the  accumuhition  of 
huize  fortunes  in  the  hands  of  tliose  who  have  not  earned 
them  by  exertion,  a  limitation  of  the  amount  which  anyone 
person  should  l.)e  permitted  to  acquire  by  gift,  bequest,  or 
inheritance.  Apart  from  this,  and  from  the  proposal  of 
Bentham  (also  discussed  in  a  former  chapter)  that  collateral 
inheritance  ah  inf^st'do  should  cease,  and  the  property 
escheat  to  the  state,  I  conceive  that  inheritances  and  lega- 
cies, exceedinu'  a  certain  amount,  are  highly  proper  subjects 
for  taxation  :  and  that  the  reveime  from  them  should  be  as 
great  a^i  it  can  be  made  without  giving  rise  to  evasions,  by 
donation  inter  rh'os  or  concealment  of  property,  such  as  it 
would  be  im|)ossible  adequately  to  check.  The  principle  of 
graduation  (as  it  is  called,)  that  is,  of  levying  a  larger  per- 
centage on  a  larger  sum,  though  its  application  to  general 
taxation  woidd  be  in  my  opinion  objectionable,  seems  to 
mo  both  just  and  expedient  as  applied  to  legacy  and  inheri- 
tance duties. 

Tlie  objection  to  a  graduated  property  tax  applies  in  an 
ai!;gravate(l  degree  to  the  ]u*opo>iti<>n  of  an  exclusive  tax  on 
what  is  called  '*  realized  ])roperty/''  that  is,  pro})erty  not 
forniin;r  a  pai*t  of  any  capital  engaged  in  business,  or  rather 
in  l)U>iiie>s  nn<lcr  the  su]»erintendence  of  the  owner:  as 
laid,  the  ])iilili<-  t'lind^,  nn»ney  lent  on  mortgage,  and  shares 
1 1  prt'siuoci  ill  ji.int  .^tock  companies.  Exce]»t  the  proposal 
of  applying  a  s[M»iige  to  the  national  debt,  no  such  palpable 
^■iol.•ltion  of  common  hone.-ty  has  found  ^utlicient  su])])ort  in 
tin-  country,  dui'iiig  the  ]>re-eiit  L'"eneration,  to  be  regarded 
as  wirliin  the  domain  ot' (liscu>sion.  Jr  lias  not  the  palliation 
of  a  gi*:i<luatc<|  |.ro]>erty  tax,  tliat  of  laying  the  burthen  on 
tho>o  bc-t  able  to  bear  it  :  for  '*  realized  ]»roperty''  includes 
the  far  lavL'^ei*  portion  of  the  pi'ovi.-ion  made  for  those  who 
art'  \inal»le  to  work,  and  cc)iisist>.  in  great  j^art,  of  extremely 
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small  fractions.  I  can  hardly  conceive  a  more  shameless 
pretension,  than  that  the  major  part  of  the  property  of  the 
country,  that  of  merchants,  manufacturers,  farmers,  and 
shopkeepers,  should  be  exempted  from  its  share  of  taxation  ; 
that  these  classes  should  only  begin  to  pay  their  proportion 
after  retiring  from  business,  and  if  they  never  retire  should 
be  excused  from  it  altogether.  But  even  this  does  not  give 
an  adequate  idea  of  the  injustice  of  the  proposition.  The 
burthen  thus  exclusively  thrown  on  the  owners  of  the 
smaller  portion  of  the  wealth  of  the  community,  would  not 
even  be  a  burthen  on  that  dass  of  persons  in  perpetual 
succession,  but  would  fall  exclusively  on  those  who  happened 
to  compose  it  when  the  tax  was  laid  on.  As  land  and  those 
particular  sec*urities  would  thenceforth  yield  a  smaller  net 
income,  relatively  to  the  general  interest  of  capital  and  to 
the  profits  of  trade ;  the  balance  would  rectify  itself  by  a 
permanent  depreciation  of  those  kinds  of  property.  Future 
buyers  would  acquire  land  and  securities  at  a  reduction  of 
I)rice,  equivalent  to  the  peculiar  tax,  which  tax  they  would, 
therefore,  escape  from  paying ;  while  the  original  possessors 
would  remain  burthened  with  it  even  after  parting  with  the 
property,  since  they  would  have  sold  their  land  or  securi- 
ties at  a  loss  of  value  equivalent  to  the  fee-simple  of  the 
tax.  Its  imposition  would  thus  be  tantamount  to  the  con- 
fiscation for  public  uses  of  a  percentage  of  their  property, 
equal  to  the  percentage  laid  on  their  income  by  the  tax. 
That  such  a  proposition  should  find  any  favour,  is  a  strik- 
ing instance  of  the  want  of  conscience  in  matters  of  taxa- 
tion, resulting  from  the  absence  of  any  fixed  principles  in 
the  public  mind,  and  of  any  indication  of  a  sense  of  justice 
on  the  subject  in  the  general  conduct  of  governments. 
Should  the  scheme  ever  enlist  a  large  party  in  its  support, 
the  fact  would  indicate  a  laxity  of  pecuniary  integrity  ip 
national  affairs,  scarcely  inferior  to  American  repudiation. 

§  4.    Whether  the  profits  of  trade  may  not  rightfully  be 
taxed  at  a  lower  rate  than  incomes  derived  from  interest  or 
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rent,  is  part  of  tlie  more  comprehensive  question,  so  often 
mooted  on  the  occasion  of  the  present  income  tax,  whether 
life  incomes  shouUl  be  subjected  to  the  same  rate  of  taxation 
as  per])etHal  incomes ;  whetlier  sahiries,  for  example,  or 
annuities,  or  tlie  gains  of  professions,  sliould  pay  the  same 
percentage  as  tlie  income  from  inheritable  property. 

The  existinii;  tax  treats  all  kinds  of  incomes  exactly  alike, 
taking  its  seveni)cnce  (now  ninepence)  in  the  pound,  as  well 
from  the  ])crson  whose  income  dies  with  liim,  as  from  the 
landholder,  stockholder,'  or  mortgagee,  who  can  transmit 
his  fortune  undiminished  to  his  descendants.  Tliis  is  a  visible 
injustice:  yet  it  does  not  arithmetically  violate  the  rule  that 
taxation  ought  to  be  in  proportion  to  means.  When  it  is  said 
that  a  tcin])orary  income  ought  to  be  taxed  less  than  a 
permanent  one,  the  reply  is  irresistible,  that  it  is  taxed  less  : 
for  the  income  which  lasts  only  ten  years  j>ays  the  tax  only 
ten  years,  while  that  which  lasts  for  ever  pays  for  ever. 
On  this  ])oiiit  some  financial  reformers  are  guilty  of  a  great 
fallacy.  They  cr)ntend  that  incomes  ouj>:ht  to  be  assessed 
to  the  income  tax  not  in  proportion  to  their  annual  amount. 
but  to  their  capitalized  value  :  that,  for  example,  if  the 
value  of  a  perpetual  annuity  of  100/.  is  8000/.,  and  a  life 
annuity  of  the  same  amount  bcinic  woi-th  only  half  the 
number  of  years'  j)urchase  could  only  be  sold  for  1500/.,  the 
j)er])etual  income  should  ])ay  twice  as  much  per  cent  in- 
cojne  tax  as  tlie  terminable  income;  if  the  one  ])ays  10/.  a 
vcai-  tlie  otlnr  >honId  ])av  onlv  5/.  Ihit  in  this  arc:ument 
tliere  is  the  obvious  over>iixlit,  that  it  values  the  incomes  bv 
one  standard  and  the  j>aynients  by  another;  it  capitalizes 
tlie  iiK'oiiMs.  but  torirets  to  c;ij)it;ilize  the  ])ayments.  An 
aiiniiit\-  woi'th  .*)n(Mi/.  (.nirht,  it  is  iilieired,  to  ])e  taxed  twice 
MS  hii^lilv  a^  one  which  i^  onlv  worth  ir)(K)/.,  an<l  no  asser- 
tioii  (•;iii  }.r  more  nii(|iirstioiiabh'  ;  l)ut  it  i>  forgotten  that 
the  iiicKiiie  w  oi'tli  )>ni!()/.  pavs  to  the  snppo-ed  income  tax 
!<►/.  a  year  in  pfi-jK'tiiity,  whi<*h  is  eijiiiv  aleiit,  by  supposi- 
ti<»n,  tn  -5o(i/.,  wliilf  the  terminable  incoiue  pays  the  same 
1<>/,  onlv  duriiiir  the  lite  of  its  owner,  which  on  the  same 
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calculatioD  is  a  value  of  1501,  Already,  therefore,  the 
income  which  is  only  half  as  valuable,  pays  only  half  as 
much  to  the  tax  ;  and  if  in  addition  to  this  its  annual  quota 
were  reduced  from  101,  to  5^.,  it  would  pay,  not  half,  but  a 
fourth  part  only  of  the  payment  demanded  from  the  perpet- 
ual income.  To  make  it  just  that  the  one  income  should 
pay  only  half  as  much  per  annum  as  the  other,  it  would  be 
necessary  that  it  should  pay  that  half  for  the  same  period, 
that  is,  in  perpetuity. 

The  rule  of  payment  which  this  school  of  financial  re- 
formers contend  for,  would  be  very  proper  if  the  tax  were 
only  to  be  levied  once,  to  meet  some  national  emergency. 
On  the  principle  of  requiring  from  all  payers  an  equal  sacri- 
tice,  every  person  who  had  anything  belonging  to  him, 
reversioners  included,  would  be  called  on  for  a  payment 
proportioned  to  the  present  value  of  his  property.  I  wonder 
it  does  not  occur  to  the  reformers  in  question,  that  precisely 
l)ecause  this  principle  of  assessment  would  be  just  iuvthe  case 
of  a  payment  made  once  for  all,  it  cannot  possibly  be  just  for 
a  permanent  tax.  When  each  pays  only  once,  one  person 
pays  no  ottener  than  another;  and  the  proportion  which 
would  be  just  in  that  case,  cannot  also  be  just  if  one  person 
has  to  make  the  payment  only  once,  and  the  other  several 
times.  This,  however,  is  the  type  of  the  case  which  actually 
occurs.  The  permanent  incomes  pay  the  tax  as  much  oftener 
than  the  temporary  ones,  as  a  perpetuity  exceeds  the  certain 
or  uncertain  length  of  time  which  forms  the  duration  of  the 
income  of  life  or  years. 

All  attempts  to  establish  a  claim  in  favour  of  terminable 
incomes  on  numerical  grounds — to  make  out,  in  short,  that  a 
proportional  tax  is  not  a  proportional  tax — are  manifestly 
absurd.  The  claim  does  not  rest  on  grounds  of  arithmetic, 
but  of  human  wants  and  feelings.  It  is  not  because  the 
temporary  annuitant  has  smaller  means,  but  because  he 
has  greater  necessities,  that  he  ought  to  be  assessed  at  a 
lower  rate. 

In  spite  of  the  nominal  equality  of  income.  A,  an  annui- 
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tant  of  lOOOZ.  a  year,  cannot  so  well  afford  to  pay  lOOZ.  out 
of  it,  as  B  who  derives  the  same  annual  sum  from  heritable 
propiTty  ;  A  liaving  usually  a  demand  on  his  income  which 
B  has  not,  namely,  to  provide  by  saving  for  children  or 
others  ;  to  wliich,  in  the  case  of  salaries  or  professional  gains, 
must  generally  be  added  a  provision  for  his  own  later  years  ; 
while  B  may  expend  his  whole  income  without  injury  to 
his  old  age,  and  still  have  it  all  to  bestow  on  others  after 
his  death.  If  A,  in  order  to  meet  these  exigencies,  must 
lay  by  300/.  of  his  income,  to  take  lOOl.  from  him  as 
income  tax  is  to  take  100/.  from  700/.,  since  it  must  be  re- 
trenched from  that  part  only  of  his  means  which  he  can 
afford  to  spend  on  his  own  consumption.  Were  he  to 
throw  it  ratea])]y  on  what  he  spends  and  on  what  he  saves, 
abating  70/.  from  his  consumption  and  30/.  from  his  annual 
saving,  then  indeed  his  immediate  sacrifice  would  be  pro- 
portionally the  same  as  B's :  but  then  his  children  or  his  old 
age  would  be  worse  provided  for  in  consequence  of  the  tax. 
Tlie  capital  sum  which  would  be  accumulated  for  them 
Would  be  one-tenth  less,  and  on  the  reduced  income  afford- 
ed by  this  re<luced  ca]>ital,  they  would  be  a  second  time 
charged  with  income  tax  ;  while  B's  heirs  would  only  be 
chariTcd  once. 

Tlie  ]H'iiiciple,  tliorefoi'e,  of  equality  of  taxation,  inter- 
])reted  in  its  only  ju>t  sense,  e([uality  of  sacrifice,  requires 
tliat  a  ]HT><)n  who  has  no  means  oi'  ]>roviding  tor  old  age, 
or  l(.rth<t-r  In  wlmm  he  is  iritcri'sted,  excej>t  by  saving  from 
iiK'i.iiic.  -h.»uM  have  tilt'  tax  mnittrd  on  all  that  ]>aii:  of  his 
iiicoiiic  whirh  is  really  ami  />r>//'/  /zVA  applied  to  that  purpose. 

It',  iii<l»'('d,  I'l'liaiicc  (M)idd  Im'  ])!aced  on  the  conscience  of 
the  Cdiitrihutors,  or  snthcicnt  sccuritv  taken  for  the  correct- 
no-  ot'  theii-  >tatenient-  l>y  collatei-al  pr<'cautions,  the  j)roper 
ino(]e  of  a-.-ts-ini:-  an  inconic  tax  \V(»uM  l»e  to  tax  onlv  the 
part  ut'  income  dc\nte(l  to  ('\]M'nditiire,  exempting  that 
^^■!lie]l  1-  sa\t'd.  ]\n'  \v]\r]\  >:{\vd  and  inve>te<l  (and  all 
-a villi:-.  >|H'akini:-  generally,  ai'c  Inxe-tedi  it  thcnci'forth 
pay>   in<-"nie   tax   i^n   the  intei'est    ov  ]^\\A\{  which    it  brings, 
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notwithstanding  that  it  has  already  been  taxed  on  the 
principal.  Unless,  therefore,  savings  are  exempted  from 
income  tax,  the  contributors  are  twice  taxed  on  what  they 
save,  and  only  once  on  what  they  spend.  A  person  who 
8])end8  all  he  receives,  pays  7d.  in  the  pound,  or  say  three 
per  cent,  to  the  tax,  and  no  more ;  but  if  he  saves  part  of 
the  year's  income  and  buys  stock,  then  in  addition  to  the 
three  per  cent  which  he  has  paid  on  the  principal,  and 
which  diminishes  the  interest  in  the  same  ratio,  he  pays 
three  per  cent  annually  on  the  interest  itself,  which  is 
equivalent  to  an  immediate  payment  of  a  second  three  per 
cent  on  the  principal.  So  that  while  unproductive  expendi- 
ture pays  only  three  per  cent,  savings  pay  six  per  cent :  or 
more  correctly,  three  per  cent  on  the  whole,  and  another 
three  per  cent  on  the  remaining  ninety-seven.  The  diflTerence 
thus  created  to  the  disadvantage  of  prudence  and  economy, 
is  not  only  impolitic  but  unjust.  To  tax  the  sum  invested, 
and  afterwards  tax  also  the  proceeds  of  the  investment,  is  to 
tax  the  same  portion  of  the  contributor's  means  twice  over. 
The  principal  and  the  interest  cannot  both  together  form 
part  of  his  resources;  they  are  the  same  portion  twice 
counted ;  if  he  has  the  interest,  it  is  because  he  abstains 
from  using  the  principal ;  if  he  spends  the  principal,  he 
does  not  receive  the  interest.  Yet  because  he  can  do  either 
of  the  two,  he  is  taxed  as  if  he  could  do  both,  and  could  have 
the  benefit  of  the  saving  and  that  of  the  spending,  concur- 
rently with  one  another. 

It  has  been  urged  as  an  objection  to  exempting  savings 
from  taxation,  that  the  law  ought  not  to  disturb,  by  artificial 
interference,  the  natural  competition  between  the  motives 
for  saving  and  those  for  spending.  But  we  have  seen  that 
the  law  disturbs  this  natural  competition  when  it  taxes 
savings,  not  when  it  spares  them  ;  for  as  the  savings  pay  at 
any  rate  the  full  tax  as  soon  as  they  are  invested,  their 
exemption  from  payment  in  the  earlier  stage  is  necessary  to 
prevent  them  from  paying  twice,  while  money  spent  in 
unproductive   consumption   pays   only  once.     It  has  been 
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furtlior  objected,  that  since  the  rich  liave  tlie  greatest  means 
ot'sa\  iiiii:,  any  })rivik'ge  given  to  savings  is  an  advantage  be- 
t^towcd  on  the  rich  at  the  expense  of  the  poor.  I  answer, 
that  it  is  bestowed  on  tliem  oidy  in  pro})ortion  as  they  abdi- 
c:it«^  tlie  personal  use  of  their  riches  ;  in  })roportion  as  they 
divert  their  income  from  tlie  sup] dy  of  their  own  wants,  to  a 
]>i'oductive  i!i vestment,  through  which,  instead  of  being  con- 
sumed bv  themselves,  it  is  di^tributed  in  wa^^es  amonir  the 
l>oor.  If  this  be  favouring  the  rich,  I  should  like  to  have  it 
pointed  out,  what  mode  of  assessing  taxation  can  deserve 
the  nanu^  o(  favouring  the  ]>oor. 

No  income  tax  is  reallv  just,  from  which  savini^s  are  not 
exniiptrd  :  and  no  inc<>nu'  tax  ought  to  l>e  voted  without 
tliat  ].i<>\  i>i(>n,  it' the  form  of  the  returns,  and  the  nature  of 
the  r\  itK'nce  rcijuired.  could  be  so  ari'angi-d  as  to  prevent 
the  cxom{»tion  fn>m  being  taken  fraudulent  advantage  of, 
bv  Mivinn:  with  one  hand  and  iiettinir  into  debt  with  the  other, 
or  bv  spending  in  the  tbllv»wing  year  wliat  had  been  passed 
t;i\  !i«  c  a-  >a\  iiiii-  in  the  vear  i^recedinir.     If  this  difficulty 

v^  ft  1  «.  % 

vo\\]'\  be  -urni"unted,  the  ditlicultles  and  complexities  arising 
tV.'in  tilt'  C''iii]>arativc  claim-  o\  tcmj>«»rary  and  ]>ermanent  in- 
come-. Would  di-appLiir  :  t'»i"  >incc  Tcmj»"!'ary  incomes  have 
n->  ju-t  tlaiiii  to  li-hicr  taxation  tliaii  ]>crmancnt  inet.»mes, 
c\<i  I''  i'l  -"  Uiv  ;i-  their  |...v^.-^^, ,i>  arc  m«,'i\'  called  upon 
•<^  -.\c.  t'.c  c\.  ::i|'!i  •:!  "•'  \\l;:it  th-\"  •:<'  sa\"c  wuukl  t'ullv 
-.  '  -'\  t'  «,'  "■■:■.  •:..  r«ii:  it'  Ti-'  I'l-.r.i  c:i!i  be  'Icvi^cd  t'or  the 
c\  '  '■  *  a  'i;  i!  -:;\  i:  _:-.-;•*;.  i<  iiilx  :rcc  tVom  liability 
'  '  '  ..■:  :.  it  -  '!■  ■  c--;;-\  .  :.-  'h-  :  -  \*  t"  i'li:  ::i  ]"<]]iX  v»f  ju>tice, 
'  '  '  'v^  '.:"  ::v  •:;:.!  ••.  :.^^i^^"'  j  '■  ^:.\.  uhat  t!:e  ditlVrcnt 
■1..  — ^-      >!'    ■■'•:'•    r-  ■'    :       -.\    .       A'    1    t::c'-c    would 

;"''.. "'A  I'c  :."  '■■;.■••  -;.■■"•  •■:  "  ;•_  *:."-  '\..,:\  rl.c  rouirh 
■V'    'i-.'    ■•:     •^\••    ^]'.'^\:-- :.'     :■/   -     •'    ;.----■.- :i*.      There 

■      _  ^    '.      ■.    ...'^      N      '.      :,N       _  '   :.       •■..',,     <  :.ilrrcnet> 

-•  '•       .^  '.'      .-  .  •'    .'    ■:    :      ■":-  -    ^  :  •  :i':e:it  on 
-..'.^  -^  '      -  ■•'    ;._-  ..•    .     ,t  .  '..    \^    •,    :      ''>:-:-.;:e  such 
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eogTiizanee  of.  It  would  probably  be  necessary  to  be  eon- 
tent  with  one  uniform  rate  for  all  incomes  of  inheritance, 
and  another  unifomi  rate  for  all  those  which  necessarily 
terminate  witli  the  life  of  the  individual.  In  fixing  the 
proportion  between  the  two  rates,  there  must  inevitably  be 
something  arbitrary ;  perhaps  a  deduction  of  one-fourth  in 
favour  of  life-incomes  would  be  as  little  objectionable  as  any 
which  could  be  made,  it  being  thus  assumed  that  one-fourth 
of  a  life-income  is,  on  the  average  of  all  ages  and  states  of 
health,  a  suitable  proportion  to  be  laid  by  as  a  provision  for 
successors  and  for  old  age.* 

*  Mr.  Ilubbuitl,  the  first  person  who,  as  a  practical  legislator,  has  attempted 
the  rectification  of  the  income  tax  on  principles  of  unimpeachable  justice,  and 
whoso  well-conceived  plan  wants  little  of  being  as  near  an  approximation  to  a 
just  ainsesijment  as  it  is  likely  that  means  could  be  found  of  carrying  into  practi- 
cal effect,  proposes  a  deduction  not  of  a  fourth  but  of  a  third,  in  favour  of  indus- 
trial and  professional  incomes.  He  fixes  on  this  ratio,  on  the  ground  that,  inde- 
pendently of  all  consideration  as  to  what  the  industrial  and  professional  classes 
ou(jfit  to  save,  the  attainable  evidence  goes  to  prove  that  a  third  of  their  incomes 
is  what  on  an  average  they  do  save,  over  and  above  the  proportion  saved  by 
other  classes.  *'The  savings"  (Mr.  Hubbard  observes)  "effected  out  of  incomes 
derived  from  invested  property  are  estimated  at  one-tenth.  The  savings  effected 
out  of  industrial  incomes  are  estimated  at  four-tenths.  The  amounts  which 
would  be  assessed  under  these  two  classes  being  nearly  equal,  the  adjustment  is 
simplified  by  striking  off  one-tenth  on  either  side,  and  then  reducing  by  three- 
tenths,  or  one-third,  the  assessable  amount  of  industrial  incomes."  Proposed 
Report  (p.  xiv.  of  the  Report  and  Evidence  of  the  Committee  of  1861.)  In  such 
an  estimate  there  must  be  a  large  element  of  conjecture;  but  in  so  far  as  it  can 
be  substantiated,  it  affords  a  valid  ground  for  the  practical  conclusion  which  Mr. 
Hubbanl  founds  on  it. 

Seveml  writers  on  tlie  subject,  including  Mr.  Mill  in  his  Elements  of  Political 
Economy,  and  Mr.  M'Culloch  in  his  work  on  Taxation,  have  contended  that  aa 
much  shoul<i  be  deducted  as  would  he  sufficient  to  in.<«ure  the  possessor's  life  for 
a  sum  which  would  give  to  hw  successors  for  ever  an  income  equal  to  what  he 
reserves  for  hinuself ;  since  this  is  what  the  pos.ses8or  of  heritable  property  can 
do  without  saving  at  all :  in  other  words,  that  temporary  inc*omes  should  be  con- 
verted into  per|>etual  incomes  of  equal  present  value,  and  taxed  as  such.  If  the 
owners  of  life-incomes  actually  did  save  this  large  proportion  of  their  income, 
or  even  a  still  larger,  I  would  gladly  grant  them  an  exemption  from  taxation  on 
the  whole  amount,  since,  if  practical  means  could  be  found  of  doing  it,  I  would 
exempt  savings  altogether.  But  I  cannot  admit  that  they  have  a  claim  to  ex- 
emption on  the  general  auumption  of  their  being  obliged  to  save  this  amount 
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Of  the  net  profits  of  persons  in  bu.>rincss,  a  pai-t,  as  before 
observed,  may  be  considered  as  interest  on  capital,  and  of  a 
perpetual  cliaracter,  and  the  remaining  part  as  reniuneration 
for  the  skill  and  labour  of  superintendence.  Tlie  surplus 
beyond  interest  depends  on  the  life  of  the  individual,  and 
even  on  his  continuance  in  business,  and  is  entitled  to  the 
full  amount  of  exemption  allowed  to  terminable  incomes. 
It  has  alsu,  I  conceive,  a  just  claim  to  a  further  amount  of 
exemption  in  consideration  of  its  precariousncss.  An  income 
which  some  not  unusual  vicissitude  may  reduce  to  nothincr, 
or  even  convert  into  a  loss,  is  not  the  same  tiling  to  the 
feelings  of  the  possessor  as  a  permanent  income  (»f  1000?.  a 
year,  even  thougli  on  an  average  of  years  it  may  yield  lOOOZ. 
a  year.  If  life-incomes  were  assessed  at  three-fourths  of 
tlieir  amount,  the  |)rolits  of  bu>iness,  after  deducting  interest 
on  cai)ital,  should  not  only  be  assessed  at  three-fourths,  but 
should  i)ay,  on  tliat  assessment,  a  lower  rate.  Or  perhaps 
the  claims  of  justice  in  this  respeet  migbt  be  suthciently  met 
bv  allowinir  the  deduction  of  a  fourth  on  the  entii'e  income, 
intere>t  included. 

These  are  the  chief  cases,  of  ordinary  occurrence,  in 
which  any  ditticultv  arises  in  internretini:  the  maxim  of 
ecpiality  «jf  taxation.  The  }>i*oi»er  ^eiise  to  ]*e  ]»ut  upon  it, 
as  we  ha\e  seen  in  the  ] •receding  exainjtle,  is,  that  ])eople 
should   lu'  taxed,  n(.>t  in  proportion  to  what  they  have,  but 

Owii.T-  .'1  lit.'-im'i.riii  -  art'  iiof  iKuiinl  to  fon-jo  the  ciijoyiiuMiT  of  tlu'lii  for  the 
-;ik''  ot  !.  i\in.:  t..  a  }mm  |.<'iu.il  liii<'  of  -uccc-^uis  an  in<l'-|tt,Mi(lriit  j>r(>vi>i(.»n  equal 
to  tlifir  own  tfiii|Mtiai  \  <inc;  :in<I  no  oiu-  v\i-v  fl!iain.-«  ol  tioiii:_^  .-u.  Li-ast  ot  all 
i>  it  to  lit'  !('<|Uilt''i  oi'  cxjiciTrd  Iroili  tlio-f  \\liOM-  iiK  iiiiit>  ;i|f  llic  Iniits  of  piT- 
>onal  rxcitioii.  that  tlii\  sIk.iiM  Iravr  fo  tlitir  jt<>-tti  if  v  lor  »\tr.  witlioiit  any 
ii.'ci'v^it \-  tor  cxtrtioii.  flic  -arn"-  inroiiMS  Avliicli  tln'\  all-'W  t"»  tla-iiisclvr^.  All 
tlnv  art'  Itoiiiiil  to  ill),  ••vfii  tor-  thi-ir  (.■liiMi'cn,  i-  to  pl.K  f  tlitiii  in  riiciiinstaiu't'.s 
in  whiih  llit'V  will  lia\  c  lavoiii  al'lf  cliaiiifS  ol  t.tniiiii:  tin  ii  own  living.  To 
fjv''  liM\\  t\  IT  tjili.  I'  to  clilMii'n  or  lo  i>!liir~.  I'\  1h  mh.  -i.  iMin^;  ,i  Ifjiliinatc  in- 
cliiitfii  ill,  \\lii'li  iln-i'  |M  i-.M;-  faiiiiot  iii'liil_'f  witliiiuT  laxiiiif  \<\  a  jtart  ol  thoir 
iiii.iiii.,  AJiilr  tin-  owint-  of  li'Mita''li'  iii<iitirt\  can;  tlii-  real  iiu'(|nalit_v  in 
(  i-i  -  win  ir  ilif  iiicMiiif*  iln  iii^th  .•-  .wo  i  (jual,  -lioujil  Itf  fon.-iilfi  ft  1.  t(»  a  i«'a>oF»- 
at'lf  'I' _'!-'■,  ill  ill''  a-ipi-i  nit'iif  ot  taxation.  .-<>  a.~  to  itiiuirt.-  honi  l.aith,  a:?  nearly 
yu>  jii  adit  aM'  ,  an  t  i|ii,il  -.iiailnf. 


GENERAL  PRINCIPLES  OF  TAXATION.  411 

to  what  they  can  afford  to  spend.  It  is  no  objection  to  this 
principle  that  we  cannot  apply  it  consistently  to  all  ca^es. 
A  person  with  a  lite-income  and  precarious  health,  or  who 
lias  many  persons  depending  on  his  exertions,  must  if  he 
wishes  to  provide  for  them  after  his  death,  be  more  rigidly 
economical  than  one  who  has  a  life-income  of  equal  amount, 
with  a  strong  constitution,  and  few  claims  upon  him ;  and 
if  it  be  conceded  that  taxation  cannot  accommodate  itself  to 
these  distinctions,  it  is  argued  that  there  is  no  use  in  attend- 
ing to  any  distinctions,  where  the  absolute  amount  of  income 
is  the  same.  But  the  diflSculty  of  doing  perfect  justice,  is 
no  reason  against  doing  as  much  as  we  can.  Though  it  may 
be  a  hardship  to  an  annuitant  whose  life  is  only  worth  five 
years'  purchase,  to  be  allowed  no  greater  abatement  than  is 
granted  to  one  whose  life  is  worth  twenty,  it  is  better  for 
him  even  so,  than  if  neither  of  them  were  allowed  any  abate- 
ment at  all. 

§  6.  Before  leaving  the  subject  of  Equality  of  Taxation, 
I  must  remark  that  there  are  cases  in  which  exceptions  may 
be  made  to  it,  consistently  with  that  equal  justice  which  is 
the  groundwork  of  the  rule.  Suppose  that  there  is  a  kind 
of  income  which  constantly  tends  to  increase,  without  any 
exertion  or  sacrifice  on  the  part  of  the  owners :  those  owners 
constituting  a  class  in  the  community,  whom  the  natural 
course  of  things  progressively  enriches,  consistently  with 
complete  passiveness  on  their  own  part.  In  such  a  case  it 
would  be  no  violation  of  the  principles  on  which  private 
property  is  grounded,  if  the  state  should  appropriate  this 
increase  of  wealth,  or  part  of  it,  as  it  arises.  This  would 
not  properly  be  taking  anything  from  anybody ;  it  would 
merely  be  applying  an  accession  of  wealth,  created  by 
circumstances,  to  the  benefit  of  society,  instead  of  allowing 
it  to  become  an  unearned  appendage  to  the  riches  of  a  par- 
ticular class. 

Now  this  is  actually  the  case  with  rent.  The  ordinary 
progress  of  a  society  which  increases  in  wealth,  is  at  all 
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value  of  all  future  expectations.  With  reference  to  sueli  a 
tax,  perhaps  a  safer  criterion  than  either  a  rise  of  rents  or  a 
rise  of  the  price  of  corn,  would  be  a  general  rise  in  the  price 
of  land.  It  would  be  easy  to  keep  the  tax  within  the 
amount  wliicli  would  reduce  the  market-value  of  land  below 
tlie  original  valuation  :  and  up  to  that  point,  whatever  the 
amount  of  the  tax  might  be,  no  injustice  would  be  done  to 
the  proprietors. 

§  6.  But  whatever  may  be  thought  of  the  legitimacy 
of  making  the  State  a  sharer  in  all  future  increase  of  rent 
from  natural  causes,  the  existing  land-tax  (which  in  this 
country  unfortunately  is  very  small)  ought  not  to  be  regarded 
as  a  tax,  but  as  a  rent-charge  in  tavour  of  the  public  ;  a  por- 
tion of  the  rent,  reserved  from  the  beginning  1)y  the  State, 
which  has  never  belonged  to  or  formed  part  of  the  income 
of  the  lamllor<ls,  and  should  not  therefore  be  counted  to 
them  as  j^art  of  their  taxation,  so  as  to  exempt  them  from 
tlieir  fair  share  of  everv  other  tax.  As  well  mii^ht  the  tithe 
l)e  regarded  as  a  tax  on  the  landlords :  as  well,  in  Bengal, 
where  the  State,  though  entitled  to  the  whole  rent  of  the 
land,  gave  away  one-tenth  of  it  to  individuals,  retaining  the 
other  nine-tenthr^,  nn'glit  those  nine-tenths  l>e  considered  as 
an  unequal  and  unjust  tax  on  the  grantees  of  the  tenth. 
That  a  person  owns  p:M't  of  the  rent,  does  not  make  the  rest 
of  it  liis  just  riirht.  iniuriouslv  withheld  from  him.  The 
hindl.ii'ds  oriirin-iUy  hrld  their  estates  subject  to  feudal  bur- 
den-, for  wliicli  tlie  present  land-tax  is  an  exceedingly  small 
eiiuivalert,  and  for  their  relief  from  whicli  thev  should  have 
l>een  re<|uir<'<l  to  ]>ay  a  much  higher  ])ri('e.  All  who  have 
l)()uir]it  land  since  the  tax  existed  have  bouiiht  it  sul)iect  to 
tlie  tax.  There  is  not  tlie  -malh'-t  ]>rete!iee  for  looking 
upon  it  as  a  ]>aymeiit  exacted  from  the  existing  race  of 
himUords. 

11ir>e  oltservatioiis  ai"e  a]»ph'eal)le  to  a  land-tax,  only  in 
S'»  t'ar  as  it  is  a  ]>eculiar  tax,  and  n(»t  when  it  is  merelv  a 
mode  oflevyinix  fn.m  the  landlords   the  equivalent  of  what 
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exercising  it  ?  In  England,  for  example,  have  not  all  who 
bonght  land  for  the  last  century  or  more,  given  value  not 
only  for  the  existing  income,  but  for  the  prospects  of  in- 
crease, under  an  implied  assurance  of  being  oidy  taxed  in 
the  same  proportion  with  other  incomes  ?  This  objection, 
in  so  far  as  valid,  has  a  diflTerent  degree  of  validity  in  dif- 
ferent countries ;  depending  on  the  degree  of  desuetude  into 
wliich  society  has  allowed  a  right  to  fall,  which,  no  one  can 
doubt,  it  once  fully  possessed.  In  countries  of  Europe,  the 
right  to  take  by  taxation,  as  exigency  might  require,  an  in- 
definite portion  of  the  rent  of  land,  has  never  been  allowed 
to  slumber.  In  several  parts  of  the  Continent  the  land-tax 
forms  a  large  proportion  of  the  public  revenues,  and  has 
always  been  confessedly  liable  to  be  raised  or  lowered  with- 
out reference  to  other  taxes.  In  these  countries  no  one  can 
pretend  to  have  become  the  owner  of  land  on  the  faith  of 
never  being  called  upon  to  pay  an  increased  land-tax.  In 
England  tlie  land-tax  has  not  varied  since  the  early  part  of 
the  last  century.  The  last  act  of  the  legislature  in  relation 
to  its  amount,  was  to  diminish  it :  and  though  the  subse- 
quent increase  in  the  rental  of  the  country  has  been  im- 
mense, not  only  from  agriculture,  but  from  the  growth  of 
towns  and  the  increase  of  buildings,  the  ascendant^y  of  land- 
holders in  the  legislature  has  prevented  any  tax  from  being 
imposed,  as  it  so  justly  might,  upon  the  very  large  portion 
of  this  increase  which  was  unearned,  and,  as  it  were,  acci- 
dental. For  the  expectations  thus  raised,  it  appears  to  me 
that  an  amply  sufficient  allowance  is  made,  if  the  whole  in- 
crease of  income  which  has  accrued  during  this  long  period 
from  a  mere  natural  law,  without  exertion  or  sacrifice,  is 
held  sacred  from  any  peculiar  taxation.  From  the  present 
date,  or  any  subsequent  time  at  which  the  legislature  may 
think  fit  to  assert  the  principle,  I  see  no  objection  to  declar 
ing  that  the  future  increment  of  rent  should  be  liable  to 
special  taxation  ;  in  doing  which  all  injustice  to  the  land- 
lords would  be  obviated,  if  the  present  market-price  of  their 
land  were  secured  to  them  ;  since  that  includes  the  present 
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value  of  all  future  expectations.  With  reference  to  such  a 
tax,  perhaps  a  safer  criterion  than  either  a  rise  of  rents  or  a 
rise  of  tlie  price  of  corn,  would  be  a  general  rise  in  the  price 
of  land.  It  would  be  easy  to  keep  the  tax  within  the 
amount  wliich  would  reduce  the  market-value  of  land  below 
the  original  valuation  :  and  up  to  that  point,  whatever  the 
amount  of  the  tax  might  be,  no  injustice  would  be  done  to 
the  proprietors. 

§  f>.  But  whatever  may  be  thought  of  the  legitimacy 
of  making  the  State  a  sharer  in  all  futin^e  increase  of  rent 
from  natural  causes,  the  existing  land-tax  (which  in  this 
country  unfortuiuitely  is  very  small)  ought  not  to  be  regarded 
as  a  tax,  but  as  a  rent-charge  in  tavour  of  the  public  ;  a  por- 
tion of  the  rent,  reserved  from  the  begin nmg  l)y  the  State, 
which  has  never  belonged  to  or  formed  part  of  the  ineomo 
of  the  landlords,  and  should  not  therefore  be  counted  to 
them  as  j)art  of  their  taxation,  so  as  to  exempt  them  from 
their  fair  shaie  of  everv  other  tax.  As  well  mi^i^ht  the  tithe 
be  regarded  as  a  tax  on  the  landlords  :  as  well,  in  Bengal, 
where  the  State,  tliouirh  entitled  to  the  whole  rent  of  the 
land,  gave  away  one-tenth  of  it  to  individuals,  retaining  the 
other  ninc'-tentlis,  mi<j::ht  those  nine-tenths  be  considered  as 
an  ane(|ual  and  unjust  tax  on  the  grantees  of  the  tenth. 
Tliat  a  person  owns  pJM't  of  tin*  rent,  does  not  make  the  rest 
of  it  bis  in>t  riulit,  injui'iouslv  withheld  from  him.  The 
hmdl'tr'ls  oi-iirin-iUv  ^('l(l  their  estates  su])iect  to  feudal  bur- 
den-,  tor  \\'hic]i  the  [)rt.'sent  land-tax  is  an  exceedingly  small 
('(juivalei't,  and  for  thrir  relief  from  which  they  should  have 
been  re<[uir<'d  to  ]niy  a  mncli  higher  price.  All  who  have 
l)ought  land  since  the  tax  existed  have  bouuht  it  subject  to 
tlie  tax.  There  is  not  the  sni:ille-t  pretence  for  looking 
upon  it  as  a  payment  exacted  tVom  the  existing  race  of 
landlords. 

Tlie-e  o1»ser\atioiis  ar<'  applicable  to  a  land-tax,  only  in 
S(»  t'ar  as  it  is  a  jx-cnliar  tax,  and  not  when  it  is  merely  a 
mode  oflevyinir  from  the  landlords  the  eqm'valent  of  what 
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18  taken  from  other  classes.  In  France,  for  example,  there 
are  peculiar  taxes  on  other  kinds  of  property  and  income 
(tlie  indbilier  and  the  patente),  and  supposing  the  land-tax  to 
be  not  more  than  equivalent  to  these,  there  would  be  no 
ground  for  contending  that  the  state  had  reserved  to  itself  a 
rent-charge  on  the  land.  But  wherever  and  in  so  far  as  in- 
come derived  from  land  is  prescriptively  subject  to  a  deduc- 
tion for  public  purposes,  beyond  the  rate  of  taxation  levied 
on  other  incomes,  the  surplus  is  not  properly  taxation,  but 
a  share  of  the  property  in  the  soil,  reserved  by  the  state.  In 
this  country  there  are  no  peculiar  taxes  on  other  classes, 
corresix)nding  to,  or  intended  to  countervail,  the  land-tax. 
The  whole  of  it,  therefore,  is  not  taxation  but  a  rent-charge, 
and  is  as  if  the  state  had  retained,  not  a  portion  of  the  rent, 
but  a  portion  of  the  land.  It  is  no  more  a  burden  on  the 
landlord,  than  the  share  of  one  joint  tenant  is  a  burden  on 
the  other.  Tlie  landlords  are  entitled  to  no  compensation 
for  it,  nor  have  they  any  claim  to  its  being  allowed  for,  as 
l^art  of  their  taxes.  Its  continuance  on  the  existing  footing 
is  no  infringement  of  tlie  principal  of  Equal  Taxation.* 

We  shall  hereafter  consider,  in  treating  of  Indirect  Taxa- 
tion, how  far,  and  with  what  modifications,  the  rule  of  equal- 
ity is  applicable  to  that  department. 

§  7.  In  addition  to  the  preceding  rules,  another  gen- 
eral rule  of  taxation  is  sometimes  laid  down,  namely,  that  it 
should  fall  on  income,  and  not  on  capital.  That  taxation 
should  not  encroach  upon  the  amount  of  the  national  capital, 
is  indeed  of  the  greatest  importance ;  but  this  encroachment, 
when  it  occurs,  is  not  so  much  a  consequence  of  any  par- 


*  The  same  remarks  obriouslj  applj  to  those  local  taxes,  of  the  peculiar 
pressure  of  which  on  lauded  property  so  much  has  been  said  by  the  remnant  of 
the  Protectionists.  As  much  of  these  burdens  as  is  of  old  standing,  ought  to  be 
rcjranied  as  a  prescriptive  deduction  or  reserration,  for  public  purposes,  of  a 
portion  of  the  rent.  And  any  recent  additions  have  either  been  incurred  for  the 
benefit  of  the  owners  of  landed  property,  or  occasioned  by  their  fault :  in  neither 
case,  giving  them  any  just  ground  of  complaint. 
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ticular  mode  of  taxation,  as  of  its  excessive  ainonnt.  Over- 
taxation, carried  to  a  sufficient  extent,  is  quite  capable  of 
ruining  the  must  industrious  co^mmunity,  esjiecially  when  it 
is  in  any  dLfri'ce  arbitrary,  so  that  tlie  paver  is  never  certain 
liow  niueli  or  how  little  he  shall  be  allowed  to  keep  ;  or 
when  it  is  so  laid  on  as  to  render  industrv  and  economy  a 
b:id  calculation.  But  if  these  errors  be  avoided,  and  the 
amount  of  taxation  be  not  greater  than  it  is  at  ])rescnt  even 
in  the  mast  licavily  taxed  country  of  Europe,  there  is  no 
danger  lest  it  shoidd  dei)rive  the  country  of  a  portion  of  its 
cajn'tal. 

To  })rovi(lo  that  taxation  shall  fall  entirely  on  income, 
and  not  at  all  on  capital,  is  beyond  the  power  of  any  system 
of  H>(  al  nrrang'MHcnts.  There  is  no  tax  which  is  not  partly 
paid  from  what  would  otherwise  have  been  saved  ;  no  tax, 
the  amount  of  which,  if  remitted,  would  be  wholly  employed 
in  increased  expenditure,  and  no  part  whatever  laid  by  as 
an  addition  to  ca}>ital.  All  taxes,  therefore,  are  in  some 
st'n>c  partly  paid  out  of  capital  ;  and  in  a  poor  country  it 
is  inipo>sible  to  impose  any  tax  which  will  not  impede  the 
increase  of  the  national  wcaltli.  Ihit  in  a  country  where 
capital  aboimds  and  the  s]>irit  of  accumulation  is  strong, 
this  effect  of  taxation  is  s<-ai*cclv  felt.  Capital  havinir 
^'cached  tlic  stage  in  which,  were  it  not  for  a  ])crpetual  suc- 
cession of  ini])i*(ivcinciit<  in  prodiicti(Hi,  any  further  increase 
wonhl  xut]]  1h'  :itttjij>cd — and  having  so  strong  a  tendency 
c\rn  t<»  Milt  mil  tliosc  iiiiproNcmcnts,  that  pi"ofits  are  only 
Iv'rj.f  ;il>ovc  the  niinininm  l»v  cmigi'ation  ot*  caj»ital,  or  by  a 
p(']'i(Mlic:i]  sweep  call(Ml  a  cniiinicrcial  ci'isis  ;  t<>  take  from 
ca[»ital  l>y  taxation  wliat  ciniiii-;iti<»n  w<fnl(l  remove,  or  a 
cunimei'clal  ci'i-is  dotrov,  is  milv  t<»  (!<•  wliat  citlicr  of  those 
(  :ni-e-  wniijd  jiavc  (h>nc,  naniclv,  to  niake  a  clear  space  for 
fiiiMlni'  -aviiig. 

1  (Miinot,  tliei'etnre,  attacli  anv  iiiiiM.i-taiice,  in  a  wealthy 
Country,  t"  tlie  objection  niad<'  ai:aiii>t  taxes  nn  leii*acies  and 
i'lIieritMiiee^.  that  tliey  are  taxes  on  capitiil.  It  is  pei"fectlv 
tine   that   tliev   are  so.      As    Kie:ir<K>  o]>ser\-es,   if  100/.   are 
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taken  from  any  one  in  a  tax  on  houses  or  on  wine,  he  will 
probably  save  it,  or  a  part  of  it,  by  living  in  a  cheaper 
house,  consuming  less  wine,  or  retrenching  from  some  other 
of  his  expenses :  but  if  the  same  sum  be  taken  from  him 
because  he  has  received  a  legacy  of  lOOOZ.,  he  considers  the 
legacy  as  only  900Z.,  and  feels  no  more  inducement  than  at 
any  other  time  (probably  feels  rather  less  inducement)"  to 
economize  in  his  expenditure.  The  tax,  therefore,  is  wholly 
paid  out  of  capital :  and  there  are  countries  in  which  this 
would  be  a  serious  objection.  But  in  the  first  place,  the 
argument  cannot  apply  to  any  country  which  has  a  national 
debt  and  devotes  any  portion  of  revenue  to  paying  it  off; 
since  the  produce  of  the  tax,  thus  applied,  still  remains 
capital,  and  is  merely  transferred  from  the  tax-payer  to  the 
fundholder.  But  the  objection  is  never  applicable  in  a 
country  which  increases  rapidly  in  wealth.  The  amount 
which  would  be  derived,  even  from  a  very  high  legacy  duty, 
in  each  year,  is  but  a  small  fraction  of  the  annual  increase  of 
capital  in  such  a  country ;  and  its  abstraction  would  but 
make  room  for  saving  to  an  equivalent  amount :  while  the 
effect  of  not  taking  it,  is  to  prevent  that  amount  of  saving, 
or  cause  the  savings  when  made,  to  be  sent  abroad  for 
investment.  A  country  which,  like  England,  accumulates 
capital  not  only  for  itself,  but  for  half  the  world,  may  be 
said  to  defray  the  whole  of  its  public  expenses  from  its 
overflowings  ;  and  its  wealth  is  probably  at  this  moment  as 
great  as  if  it  had  no  taxes  at  all.  What  its  taxes  really  do 
is,  to  subtract  from  its  means,  not  of  production  but  of 
enjoyment ;  since  whatever  any  one  pays  in  taxes,  he  could, 
if  it  were  not  taken  for  that  purpose,  employ  in  indulging 
his  ea  e,  or  in  gratifying  some  want  or  taste  which  at  pres- 
ent remains  unsatisfied. 
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i*  1.  Taxe-  are  eitlier  direct  r»r  iiKlirect.  A  direct  tax 
i*^  one  \vliir-]i  is  (lerjjaiidrd  IVom  the  verA'  per>ons  who,  it  is 
iiiTcnde'l  uj*  <l'-ii"ed.  r-liould  j>ay  it.  Iiidireet  taxes  are  those 
wlii«-li  iiVi'  d«/iii:iiided  from  ohl-  ])(T.-o!i  in  the  expectation  and 
intention  that  he  shall  indemniiy  liini>elf  at  tlie  expense  of 
aii"tlicr  :  ^u<-h  as  tlie  cxrisc  or  customs.  Tlie  ]^rodiicer  or 
iiN]»ort<i'  (S  a  fT»minodity  is  called  ujkhi  to  pay  tax  on  it, 
]\<>*  witli  tlie  intention  to  levy  a  j^efuliar  contrilmtion  upon 
hiiij.  hut  to  tax  throULdi  him  th«'  consumers  of  the  com- 
iiiodity,  tVom  whom  it  is  siij>pr.-<'d  that  he  will  recover  the 
amount  hy  means  of  an  advance  in  ]»i'ice. 

I)ir''ct  taxes  ai'e  citlirr  on  income,  or  on  expenditure. 
^r<'-t  ta\c-  (.n  exjicjiditurt'  ai'c  indii'cct,  hut  some  are  direct, 
iM-iiiii'  imjM,-rrh  not  on  tlie  ]>i'odncer  <»r  seller  of  an  article, 
Itiu  immciiatfly  on  tli«'  c<.n-um«'r.  A  house-tax,  for  exam- 
]'i<-.  i-  ;i  <lir'ct  tax  on  cxjxndlture.  If  levied,  as  it  usually 
i~.  "U  tlic  •.(•/•iipicr  ot'  the  hoii-c,  lf1evic(|  on  the  builder 
<•!•  owner,  it  w<juhl  ])e  an  indii'eet  tax.  A  window  tax  is 
a  dii'eet  tax  on  expenditure  :  >o  jn-e  the  taxes  on  horses 
and  (-aiTiaire-,  an<l  the  rest  of  what  ai*e  called  the  assessed 
tax*'-. 

'J'he  Sources  of  incc.me  are  rent,  profits,  and  wages.  Tliis 
iiielu<l<'- e\'<  ry -'-rt  of  income,  except  ji'ift  «ir  ])lundei-.  Taxes 
ni;i\'  he  ];i!(l  on  auv  one  of  the  three  kinds  of  income,  or  an 

*  « 

uniform   tax  on   all  of  them.        We  will   consider  these  in 
their  order. 
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§  2.  A  tax  on  rent  falls  wholly  on  the  landlord.  There 
are  no  means  by  which  he  can  shift  the  burden  upon  any 
one  else.  It  does  not  affect  the  value  or  price  of  agricultural 
produce,  for  this  is  determined  by  the  cost  of  production  in 
the  most  unfavourable  circumstances,  and  in  those  circum- 
stances, as  we  have  so  often  demonstrated,  no  rent  is  paid. 
A  tax  on  rent,  therefore,  has  no  effect,  other  than  its  obvious 
one.  It  merely  takes  so  much  from  the  landlord,  and  trans- 
fers it  to  the  state. 

Tliis,  however,  is,  in  strict  exactness,  only  true  of  the 
rent  wliich  is  the  result  either  of  natural  causes,  or  of  im- 
provements made  by  tenants.  When  the  landlord  makes 
improvements  wliich  increase  the  productive  power  of  his 
land,  he  is  remunerated  for  them  by  an  extra  payment  from 
the  tenant ;  and  this  payment,  which  to  the  landlord  is  prop- 
erly a  profit  on  capital,  is  blended  and  confounded  with  rent ; 
wliich  indeed  it  really  is,  to  the  tenant,  and  in  respect  of  the 
economical  laws  which  determine  its  amount.  A  tax  on  rent, 
if  extending  to  this  portion  of  it,  would  discourage  landlords 
from  making  improvements :  but  it  does  not  follow  that  it 
would  raise  the  price  of  agricultural  produce.  The  same 
improvements  might  be  made  with  the  tenant's  capital,  or 
even  with  the  landlord's  if  lent  by  him  to  the  tenant ;  pro- 
vided he  is  willing  to  give  the  tenant  so  long  a  lease  as  will 
enable  him  to  indemnify  himself  before  it  expires.  But 
whatever  binders  improvements  from  being  made  in  the 
manner  in  which  people  prefer  to  make  them,  will  often  pre- 
vent them  from  being  made  at  all :  and  on  this  account  a 
tax  on  rent  would  be  inexpedient  unless  some  means  could 
be  devised  of  excluding  from  its  operation  that  portion  of  the 
nominal  rent  which  may  be  regarded  as  landlord's  profit.  Tliis 
argument,  however,  is  not  needed  for  the  condemnation  of 
such  a  tax.  A  peculiar  tax  on  the  income  of  any  class,  not 
balanced  by  taxes  on  other  classes,  is  a  violation  of  justice,  and 
amounts  to  a  partial  confiscation.  I  have  already  shown 
grounds  for  excepting  from  this  censure  a  tax  which,  sparing 
existing  rents,  should  content  itself  with  appropriating  a  por- 


420  BOOK  V.     CHAPTER  III.     §  3. 

tion  of  any  future  increase  arising  from  the  mere  action  of 
natural  causes.  But  even  this  could  not  be  justly  done,  with- 
out oftcriiiu:  as  an  alternative  the  market  price  of  the  land.  In 
the  case  of  a  tax  on  rent  which  is  not  peculiar,  but  accom- 
panied l)y  an  e(piivalent  tax  on  other  incomes,  the  objec- 
tion grounded  on  its  reaching  tlie  profit  arising  from  ini- 
provenients  is  less  applicable :  since,  profits  being  taxed  as 
well  as  rent,  the  j>rofit  which  assumes  the  form  of  rent  is 
liable  to  its  share  in  conmion  with  other  profits ;  but  since 
profits  altogether  ought,  for  reasons  formerly  stated,  to  be 
taxed  somewliat  lower  than  rent  properly  so  called,  the  ob- 
jection is  only  diminished,  not  removed. 

§  '3.  A  tax  on  profits,  like  a  tax  on  rent,  must,  at  least 
in  its  inniiedijite  opei'ation,  fall  wholly  on  the  payer.  All 
profits  being  alike  aftected,  no  relief  can  be  obtained  by 
a  change  of  employment.  If  a  tax  were  laid  on  the  profits 
of  any  one  branch  of  productive  employment,  the  tax  would 
be  virtually  an  increase  of  the  cost  of  production,  and  the 
value  and  price  of  the  article  would  rise  accordingly  ;  by 
which  the  tax  would  ])e  thrown  u|)on  the  consumers  of  the 
coitimodit}',  and  would  not  afiect  profits.  But  a  general 
an<l  e«iual  tax  on  all  }>rufits  would  not  allect  general  prices, 
and  would  fall,  at  least  in  the  first  instance,  on  capitalists 
alone. 

Thrrt'  is,  howe\  I'r,  an  ulterior  elfect,  which,  in  a  rich  and 
])!'o^|M'r. ills  coiintrv,  i-e<|uii-i's  to  l)e  taken  into  account. 
A\  Ihii  the  capital  accniiiidateil  is  so  great  and  the  rate  of 
annual  accu!iiulati<ui  >o  i'a}»id,  that  the  country  is  only  ke|)t 
fVoni  attainlii:::  the  stationarx'  state  l>v  tlie  emiirration  of 
(•;H»ital.  <>r  l>v  e(»iitinual  ini|>r<»veinrnt>  in  pi-oduetion  ;  any 
cii'cnitisf.-ince  wliich  \ii'tuallv  Inwei's  tlic  rate  of  profit,  can- 
ii«»t  he  without  a  decided  intlnence  on  the>e  ])henomena. 
Ir  niav  ojKTate  in  dili'rrent  ways.  The  curtailment  of 
j'lotit.  and  the  (•<Hi>r( j ucnt  iiici-cased  dilliculty  in  making  a 
(ortuiic  »»r  ol.tainiiiL:-  a  >Ml»-i>tciice  hv  tlie  eni])lovment  of 
rapit:d,  may  act  a>  a   >tiniulu>  to  iuMUitious,  and   to  the  use 


DIRECT  TAXES.  421 

of  tliem  when  made.  If  improvements  in  production  are 
much  accelerated,  and  if  these  improvements  cheapen, 
directly  or  indirectly,  any  of  the  things  habitually  con- 
sumed by  the  labourer,  profits  may  rise,  and  rise  sufficient- 
ly to  make  up  for  all  that  is  taken  from  them  by  the  tax. 
In  that  case  the  tax  will  have  been  realized  without  loss  to 
any  one,  the  produce  of  the  country  being  increased  by  an 
equal,  or  what  would  in  that  case  be  a  far  greater  amount. 
The  tax,  however,  must  even  in  this  case  be  considered  as 
paid  from  profits,  because  the  receivers  of  profits  are  those 
who  would  be  benefited  if  it  were  taken  off. 

But  though  the  artificial  abstraction  of  a  portion  of  prof- 
its would  have  a  real  tendency  to  accelerate  improvements 
in  production,  no  considerable  improvements  might  actually 
result,  or  only  of  such  a  kind  as  not  to  raise  general  profits 
at  all,  or  not  to  raise  them  so  much  as  the  tax  had  dimin- 
ished them.  K  so,  the  rate  of  profit  would  be  brought 
closer  to  that  practical  minimum,  to  which  it  is  constantly 
approaching :  and  this  diminished  return  to  capital  would 
either  give  a  decided  check  to  fiirther  accumulation,  or 
would  cause  a  greater  proportion  than  before  of  the  annual 
increase  to  be  sent  abroad,  or  wasted  in  unprofitable  specu- 
lations. At  its  first  imposition  the  tax  falls  wholly  on  prof- 
its :  but  the  amount  of  increase  of  capital,  which  the  tax 
prevents,  would,  if  it  had  been  allowed  to  continue,  have 
tended  to  reduce  profits  to  the  same  level ;  and  at  every 
period  of  ten  or  twenty  years  there  will  be  found  less  differ- 
ence between  profits  as  they  are,  and  profits  as  they  would 
in  that  case  have  been  :  until  at  last  there  is  no  difference, 
and  the  tax  is  thrown  either  upon  the  labourer  or  upon  the 
landlord.  The  real  effect  of  a  tax  on  profits  is  to  make  the 
country  possess  at  any  given  period,  a  smaller  capital  and  a 
smaller  aggr^ate  production,  and  to  make  the  stationary 
state  be  attained  earlier,  and  with  a  smaller  sum  of  national 
wealth.  It  is  possible  that  a  tax  on  profits  might  even 
diminish  the  existing  capital  of  the  country.  If  the  ra  of 
profit  is  already  at  the  practical  minimum,  that  is,  at  t 
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j)oint  at  wliic-li  all  that  portion  of  the  animal  increment 
M'liicli  would  tc^nd  to  reduce  profits  is  carried  off  either  by 
exportation  or  by  speculation  ;  then  if  a  tax  is  imposed  wliieli 
reduces  profit:-  >till  lower,  the  same  causes  wliic!h  previously 
carried  ofi'  tlie  increase  would  probably  carry  ofT  a  portion  of 
the  existing  ca]>ital.  A  tax  on  ])rofits  is  thus,  in  a  state  of 
caj)ital  and  accumulation  like  that  in  England,  extremely 
detrimental  to  the  national  wealth.  And  this  effect  is  i^ot 
confined  to  the  case  of  a  i>eculiar,  and  thei'efore  intrinsically 
unju.-t,  tax  on  profits.  The  mere  fact  that  profits  have  to 
bear  their  share  of  a  heavy  general  taxation,  tends,  in  the 
sjime  manner  as  a  j>eculiar  tax,  to  dj*iv(?  capital  abroad,  to 
stimulate  im|)rndent  s]>eculati(»n.N  l)y  diminishing  safe  gains, 
to  di.-rriiirage  further  accumulation,  and  to  accelerate  the 
attaimucnt  of  tbe  stationai'v  state.  This  is  thouirht  to  have 
bceij  the  jjrincijial  cause  of  the  decline  of  Holland,  or  rather 
of  her  having  ceased  to  make  progress. 

Even  in  countries  which  do  not  accumulate  so  fast  as  to 
be  alwavs  witliin  a  short  interval  of  tlie  stationarv  state,  it 
seems  impo»ible  that,  if  capital  is  accumuhiting  at  all,  its 
nccumulation  should  not  be  in  some  degree  I'ctarded  by  the 
al>straction  of  a  portion  of  its  profit  ;  and  uidess  the  effect  in 
.stimulating    impi'ovt'ments    l)e  a   full    cnunterbalance,  it  is 
inevitable  t.hat   a   pait  ot'  the  l)Ui'den  will  be  thrown  oflT  the 
caj>itali-t,  u|>on  the'  bd^ourur  <»r  the  landlord.      One  or  other 
(»f  tlH'.-t'  I-  always  the  lo.-ei"  bv  a  dimiinshed  i*ate  of  accumii- 
lalion.      W  |>nj)ulat i(«n   confinn.-s  U>  increase  as  before,  the 
laboiirtr  ^utfel•s  ".   if  iH»t,  eulti\"ation  is  cljcekec]  in  its  advance, 
and   the   landlords   lo>e   the  accession   ot'  rent   which   would 
ha\e  accrued  t<>  them.      The  only  count iie>  in  wliich  a  tax  on 
j'rolit>  -eems  likely  to  be   ]>ernianent ly  a  burden  on  caj)ital- 
!^t^    e.\cln-i\-elv,   are   th<t>-e    in    which    capital    is    stationarv, 
beciiii-e  tliei'e   i>  no  new   a<'cnnndat ion.      In  such  countries 
flic  tax  might    not    ])re\tMit  the  old  ca|'ital   from    being  kept 
n  j»  t  hi'«MiL:h    habit,  or   fi'oni    nnwillinii'ness   to   submit   to   im- 
|'<.\  (■ri-hin<'iit,  and  so  the  <-a])itali>ts  might  continue  to  hear 
the  whole  of  the  tax.      It  is  seen  from   these  considerations 
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that  the  effects  of  a  tax  on  profits  are  much  more  complex 
more  various,  and  in  some  points  more  uncertain,  than 
writers  on  the  subject  have  commonly  supposed. 

§  4.  We  now  turn  to  Taxes  on  Wages.  The  incidence 
of  these  is  very  different,  according  as  the  wages  taxed  are 
those  of  ordinary  unskilled  labour,  or  are  the  remuneration  of 
such  skilled  or  privileged  employments,  whether  manual  or 
intellectual,  as  are  taken  out  of  the  sphere  of  competition  by 
a  natural  or  conferred  monopoly. 

I  have  already  remarked,  that  in  the  present  low  state 
of  popular  education,  all  the  higher  grades  of  mental  or  edu- 
cated labour  are  at  a  monopoly  price ;  exceeding  the  wages 
of  common  workmen  in  a  degree  very  far  beyond  that  which 
is  due  to  the  expense,  trouble,  and  loss  of  time  required  in 
qualifying  for  the  employment.  Any  tax  levied  on  these 
gains  which  still  leaves  them  above  (or  not  below)  their  just 
proportion,  falls  on  those  who  pay  it ;  they  have  no  means 
of  relieving  themselves  at  tlie  expense  of  any  other  class. 
The  same  thing  is  true  of  ordinary  wages,  in  cases  like  that 
of  the  United  States,  or  of  a  new  colony,  where,  capital  in- 
creasing as  rapidly  as  population  can  increa»?e,  wages  are 
kept  up  by  the  increase  of  capital,  and  not  by  the  adherence 
of  the  labourers  to  a  fixed  standard  of  comforts.  In  such  a 
case,  some  deterioration  of  their  condition,  whether  by  a  tax 
or  otherwise,  might  possibly  take  place  without  checking 
the  increase  of  population.  The  tax  would  in  that  case  fall 
on  the  labourers  themselves,  and  would  reduce  them  pre- 
maturely to  that  lower  state  to  which,  on  the  same  supposi- 
tion with  regard  to  their  habits,  they  would  in  any  case  have 
been  reduced  ultimately,  by  the  inevitable  diminution  in  the 
rate  of  increase  of  capital,  through  the  occupation  of  all  the 
fertile  land. 

Some  will  object  that,  even  in  this  case,  a  tax  on  wages 
cannot  be  detrimental  to  the  labourers,  since  the  money 
raised  by  it,  being  expended  in  the  country,  comes  back  to 
the  labourers  again  through  the  demand  for  labour.     The 
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fallaev,  liowever,  of  this   doctrine  lias  been  so  completely 
exhibited  in  the  First  Book,^'  that  I  need  do  little  more  than 
refer  to  that  exposition.     It  was  there  shown  that  funds  ex- 
pended unprodnctivc'ly  have  no  tendency  to  raise  or  keep 
up  wages,  unU^ss  when  e\pend(jd  in  the  direct  purchase  of 
hibunr.      If  the  government  took  a  tax  of  a  shilling  a  week 
fi'oni  every  labourer,  and  laid  it  all  out  in  hiring  labourers 
for  military  service,  public  works,  or  the  like,  it  would  no 
doubt,  indemnifv  the  labourers  as  a  class  for  all  that  the  tax 
took  from  them.     That  would  really  be  "spending the  mon- 
ey among  ihe  peoj)le.''     But  if  it  expended  the  whole  in 
buying  goods,  or  in  adding  to  the  salaries  of  employes  who 
bouii'ht  t^oods  with  it,  this  would  not  increase  the  demand 
for    laboui*,   oi*   tend    to  raise  wages.      Without,    however, 
reverting   t(>  genei'al   principles,   we  may   rely   on   an    ob- 
vious rxluriio  ad  aljH^rrdam,     If  to  take  money  from  the 
labourers  and  spend  it  in  commodities  is  giving  it  back  to 
the  labourers,  then,  to  take  money  from  other  classes,  and 
s[)end  it  in  the  same  manner,  must  be  giving  it  to  the  la- 
bourers ;    conseouentlv.  the  more  a    wvernment   takes    in 
taxes,  the  u'l'cater  will   be  the  demand  for  labour,  and  the 
more  opulent  the  condition  of  the  labourers.     A  proposition 
the  absurdity  of  wliieli  no  one  ean  lail  to  see. 

In  tlie  e()ii(llti(»n  of  m<»st  eommunities,  waires  are  re^u- 
latrd  ])v  the  halntual  "Standard  of  livinix  to  which  the  la- 
boui-ers  ndliei'e.  and  '>n  ]e>>  than  which  thev  will  not  multi- 
]>ly.  "\A']i('i*<'  tlf'i-e  rxi.-ts  sucli  a  standard,  a  tax  on  wages 
will  indeed  Imp  a  tiniu  ]»(•  Ix.rm*  l>y  the  labourers  them- 
seh'rv  ;  hut  uiile>>  tilis  tempoi'ary  <lrpre-sion  has  the  effect 
of  lowering  till'  standaf'd  itx'lt*,  the  iiirrea^e  of  ]>opulation 
will  receive  a  elieek.  wliieli  will  r:»i-<»  waives,  and  restore  the 
labourei's  t«»  their  ]n'e\i(.ii>  condition.  ( )n  whom,  in  this 
ca-e,  will  rlie  tax  tall  t  According  to  Adam  Smith,  on  the 
coiiiiiiimity  i^'ciierally.  In  tlieir  character  of  consumers; 
siiict>  tlie  \-\^^'  (,t  waires.  lie  tlioui:-|it.  Would  I'aise  general 
pi'icc-.      A\  (•  liaxc  si^.ii.  ]ioW('\er.  (hat  general  prices  depend 
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on  other  canses,  and  are  never  raised  by  any  cireiimstanee 
wliieh  affects  all  kinds  of  productive  employment  in  the 
same  manner  and  degree.  A  rise  of  wages  occasioned  by  a 
tax,  must,  like  any  other  increase  of  the  cost  of  labour,  be 
defrayed  from  profits.  To  attempt  to  tax  day-labourers,  in 
an  old  country,  is  merely  to  impose  an  extra  tax  upon  all 
employers  of  common  labour ;  unless  the  tax  has  the  much 
worse  effect  of  permanently  lowering  the  standard  of  com- 
fortable subsistence  in  the  minds  of  the  poorest  class. 

We  find  in  the  preceding  considerations  an  additional 
argument  for  the  opinion  already  expressed,  that  direct  tax- 
ation should  stop  short  of  the  class  of  incomes  which  do  not 
exceed  what  is  necessary  for  healthful  existence.  Tliese 
very  small  incomes  are  mostly  derived  from  manual  labour ; 
and,  as  we  now  see,  any  tax  imposed  on  these,  either  per- 
manently degrades  the  habits  of  the  labouring  class,  or  falls 
on  profits,  and  burdens  capitalists  with  an  indirect  tax,  in 
addition  to  their  share  of  the  direct  taxes;  which  is  doubly 
objectionable,  both  as  a  violation  of  the  fundamental  rule  of 
equality,  and  for  the  reasons  which,  as  already  shown,  render 
a  peculiar  tax  on  profits  detrimental  to  the  public  wealth, 
and  consequently  to  the  means  which  society  possesses  of 
paying  any  taxes  whatever. 

§  5.  We  now  pass,  from  taxes  on  the  separate  kinds 
of  income,  to  a  tax  attempted  to  be  assessed  fairly  upon  all 
kinds ;  in  other  words,  an  Income  Tax.  The  discussion  of 
the  conditions  necessary  for  making  this  tax  consistent  with 
justice,  has  been  anticipated  in  the  last  chapter.  We  shall 
suppose,  therefore,  that  these  conditions  are  complied  with. 
Tliey  are,  first,  that  incomes  below  a  certain  amount  should 
be  altogether  untaxed.  This  minimum  should  not  be  higher 
than  the  amount  which  snflSces  for  the  necessaries  of  the 
existing  population.  The  exemption  from  the  present  income- 
tax,  of  all  incomes  under  1001.  a-year,  and  the  lower  per- 
centage levied  on  those  between  100/.  and  150Z.,  are  only 
defensible  on  the  ground  that  almost  all  the  indirect  taxes 
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press  more  heavily  on  incomes  between  50^.  and  1507.  than 
on  any  otliers  M'liatever.  Tlie  second  condition  is,  that 
incomes  al>ove  the  limit  should  be  taxed  only  in  proportion 
to  the  surplus  by  which  they  exceed  the  limit.  Thirdly, 
that  all  sums  saved  tVom  income  and  invested,  should  be  ex- 
empt from  the  tax:  or  if  this  l>e  found  impracticable,  that 
life  incomes  and  incomes  from  business  and  professions 
sljould  be  less  heavilv  taxed  than  iidieritable  incomes,  in  a 
deicree  as  nearly  as  possible  e([uivalent  to  the  increased  need 
ol' economv  arisincr  from  their  terminable  character  :  allow- 
ance  l)eing  also  made,  in  the  case  of  variable  incomes,  for 
their  precariousness. 

All  income-tax,  fairly  assessed  on  these  principles,  would 
be.  in  ]H>int  of  justice,  the  least  exceptionable  of  all  taxes. 
Tlic  o])jcrtinii  to  it,  in  the  present  h^w  state  of  j)ublic  morality, 
istlie  impossibility  of  ascei-t.Jning  the  real  incomes  of  the 
contiibutors.  Tlie  supi)Osed  hardship  of  compelling  people 
to  disclose  the  amount  of  their  incomes,  on;>:ht  not  in  niv 
o] mi  ion.  to  count  for  nnich.  One  of  the  social  evils  of  this 
counti-y  is  tlie  ]»ractice,  amounting  to  a  custom,  of  maintain- 
ing:, <>i*  att('m[)ting  to  maintiiin,  the  appearance  to  the  world 
of  a  lai'gei'  income  than  is  possi'sscd  ;  and  it  would  be  far  bet- 
t<'r  for  the  interests  of  those  who  vi«'ld  to  this  weakness,  if  the 
extent  of  tlieir  means  were  universally  and  exactly  known. 
and  the  te!iiptati<Mi  n-movei]  \(\  ex})ending  more  than  they 
can  atfoi'd,  or  stintinir  real  wants  in  order  to  make  a  false 
-liow  e\terii;illy.  At  the  ^ame  time,  the  reason  of  the  case, 
e\''H  <ni  tliis  iMtiiit.  is  not  so  exclusivelv  (►n  one  side  of  the 
arirunnnt  us  is  sometimes  >ni)|)o>ed.  S(»  htnix  as  the  vnlirar 
<tf  anv  eoiintrv  are  in  tlie  d('ba>ed  ^tate  of  mind  which  this 
natioiKil  liabit  j)resiipj»o-cs — so  loiiix  ;is  tlieii*  respect  (if  such 
a  \vor(|  can  ]»»■  ;ij>|>lie<l  to  it »  i-  p!*oj'ort  ioned  to  wliat  thev  snp- 

po-r  to  lie  eaeli  person'^  pecnniai'v  iiieaii: it  may  bedonl)ted 

wlietlier  anNtliiiiLT  whieli  would  remove  all  uncertainty  as  to 
that  ])oinr,  would  not  consiilei'ably  inerra-<e  the  presum]">ti(>n 
uimI  ai'roii:anei'  of  tlir  \iilii;ar  rich,  and  tlu'ii'  insolence  towards 
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those  above  them  in  mind  and  character,  but  below  them  in 
fortune. 

Notwithstanding,  too,  what  is  called  the  inquisitorial 
nature  of  the  tax,  no  amount  of  inquisitorial  power  which 
would  be  tolerated  by  a  people  the  most  disposed  to  submit 
to  it,  could  enable  the  revenue  officers  to  assess  the  tax  from 
actual  knowledge  of  the  circumstances  of  contributors. 
TJeiits,  salaries,  annuities,  and  all  fixed  incomes,  can  be  ex- 
actly ascertained.  But  the  variable  gains  of  professions,  and 
still  more  the  profits  of  business,  which  the  person  interested 
cannot  always  himself  exactly  ascertain,  can  still  less  be 
estimated  with  any  approach  to  fairness  by  a  tax  collector. 
The  main  reliance  must  be  placed,  and  always  has  been 
placed,  on  the  returns  made  by  the  person  himself.  "No 
production  of  accounts  is  of  much  avail,  except  against  the 
more  flagrant  cases  of  falsehood  ;  and  even  against  these  the 
check  is  very  imperfect,  for  if  fraud  is  intended,  false  ac- 
counts can  generally  be  framed  which  it  will  baffle  any 
means  of  inquiry  possessed  by  the  revenue  officers  to  detect : 
the  easy  resource  of  omitting  entries  on  the  credit  side  being 
often  sufficient  without  the  aid  of  fictitious  debts  or  dis- 
bursements. The  tax,  therefore,  on  whatever  principles  of 
equality  it  may  be  imposed,  is  in  practice  unequal  in  one  of 
the  woist  ways,  falling  heaviest  on  the  most  conscientious. 
Tlie  unscrupulous  succeed  in  evading  a  great  proportion  of 
what  they  should  pay ;  even  persons  of  integrity  in  their 
ordinary  transactions  are  tempted  to  palter  with  their  con- 
sciences, at  least  to  the  extent  of  deciding  in  their  own  fa- 
vour all  points  on  which  the  smallest  doubt  or  discussion 
could  arise :  while  the  strictly  veracious  may  be  made  to 
pay  more  than  the  state  intended,  by  the  powers  of  arbitrary 
assessment  necessarily  intrusted  to  the  Commissioners  as 
the  last  defence  against  the  tax-payer's  power  of  conceal- 
ment. 

It  is  U)  be  feared,  therefore,  that  the  fainiess  which  be- 
longs to  the  principle  of  an  income-tax,  cannot  be  made  to 
attach  to  it  in  practice :  and  that  this  tax,  while  apparently 
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tlie  most  just  of  all  modes  of  raising  a  revenue,  is  in  effect 
more  unjust  than  many  others  which  are  prima  facie 
more  objectionable.  This  consideration  would  lead  us  to 
concur  in  the  o}>ini(jn  which,  until  of  late,  has  usually  pre- 
vailed— that  direct  taxes  on  income  should  be  reserved  as 
an  extraordinary  res(jurce  for  great  national  emergencies,  in 
which  the  neccssitv  of  a  lar^e  additional  revenue  overrules 
all  objccti(Mis. 

The  difficulties  of  a  fair  income-tax  have  elicited  a  prop- 
osition for  a  direct  tax  of  so  much  per  cent.,  not  on  income 
but  on  expenditure  ;  the  aggregate  amount  of  each  person's 
ex])cnditure  l)eing  ascertained  as  the  amount  of  income  now 
is,  from  statements  furnished  by  the  contributors  themselves. 
llie  author  of  tliis  suggestion,  Mr.  Tievans,  in  a  clever  pam- 
j>hlet  on  tlie  subject,-'  contends  that  the  returns  which  per- 
sons would  furnish  of  their  expenditure  would  be  more 
trustworthv  than  those  which  thcv  now  make  of  their  income, 
ina>much  as  expenditure  is  in  its  own  nature  more  public 
tlian  income,  and  false  representations  of  it  more  easily  de- 
tected. He  cannot,  I  think,  have  sullieiently  considered, 
how  few  of  the  items  iu  tlie  annual  expenditure  of  most 
tamilies  can  be  judged  of  with  any  a])])roximation  to  correct- 
ness from  the  ext(M"nal  siirns.  The  unlv  securitv  would  still 
be  tlie  veraeitv  of  individuals,  and  thei-e  is  no  reason  for 
sn])p(;>ing  that  their  statements  would  be  more  trustworthy 
on  the  subje<'t  of  their  expenses  than  on  that  of  their  reve- 
nue<:  especially  as,  the  ex|>enditure  of  most  persons  being 
eompo-ed  of  many  more  items  than  their  income,  there 
would  be  more  sco])e  tor  concealment  an<l  strppression  in 
the  detail  ofexpcn-es  than  even  of  receipts. 

The  taxes  on  expenditure  at  ]>re>ent  in  force,  either  in 
this  or  in  oth<'r  conntrit'^,  fall  nnly  on  ])ai-ticular  kinds  of 
exjM'inlitnre.  and  ditier  no  otherwise  iVom  taxes  on  com- 
Trio«litie>  than  in  lu-ini:-  ]>aid  direetlv  bv  tlu*  ]>er-on  who  con- 
>nnies  or  nses  the  arti<'Ie,  in-tead  of  Iteinjr  advanced   bv  the 

*    ''  A  I't  r(iiit;i:^'f  Tax   on    r)oiiii--.t  it>  l'",\[><nilinirr  to  ~i!|)j)Iv  the  wliole  of  the 
I'lilil'u-  Fir\  trnif'.'"      \\\  .Toliii  Hi\,iii'J.      rul.1i«lMMl  l.v   KMt.lmi  <1,  in  1847. 
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producer  or  seller,  and  reimbursed  in  the  price.  The  taxes 
on  horses  and  carriages,  on  dogs,  on  servants,  are  of  this 
nature.  They  evidently  fall  on  the  persons  from  whom  they 
are  levied — those  who  use  the  commodity  taxed.  A  tax  of 
a  similar  description,  and  more  important,  is  a  house-tax : 
which  must  be  considered  at  somewhat  greater  length. 

§  6.  The  rent  of  a  house  consists  of  two  parts,  the 
ground-rent,  and  what  Adam  Smith  calls  the  building-rent. 
Tlie  first  is  determined  by  the  oi'dinary  principles  of  rent. 
It  is  tlic  remuneration  given  for  the  use  of  the  portion  of 
land  occupied  by  the  house  and  its  appurtenances ;  and 
varies  from  a  mere  equivalent  for  the  rent  which  the 
ground  would  afford  in  agriculture,  to  the  monopoly  rents 
paid  for  advantageous  situations  in  populous  thoroughfares. 
The  rent  of  the  house  itself,  as  distinguished  from  the  ground, 
is  tlie  equivalent  given  for  the  labour  and  capital  expended 
on  the  building.  The  fact  of  its  being  received  in  quarter- 
ly or  half-yearly  payments,  makes  no  difference  in  the  princi- 
I)les  by  which  it  is  regulated.  It  comprises  the  ordinary  pro- 
fit on  the  builder's  capital,  and  an  annuity,  sufficient  at  the 
current  rate  of  interest,  at\er  paying  for  all  repairs  charge- 
able on  the  proprietor,  to  replace  the  original  capital  by  the 
time  the  house  is  worn  out,  or  by  the  expiration  of  the  usual 
term  of  a  building  lease. 

A  tax  of  so  much  per  cent,  on  the  gross  rent,  falls  on  both 
those  portions  alike.  The  more  highly  a  house  is  rented,  the 
more  it  pays  to  the  tax,  whether  the  quality  of  the  situation 
or  that  of  the  house  itself  is  the  cause.  The  incidence,  how- 
ever, of  these  two  portions  of  the  tax  must  be  considered 
separately. 

As  much  of  it  as  is  a  tax  on  building-rent,  must  ultimate- 
ly fall  on  the  consumer,  in  other  words  the  occupier.  For  as 
the  profits  of  building  are  already  not  ab^ve  the  ordinary 
rate,  they  would,  if  the  tax  fell  on  the  owner  and  not  on  the 
occupier,  l>ecome  lower  than  the  profits  of  untaxed  employ- 
ments, and  houses  would  not  be  built.     It  is  probable  how- 
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ever  that  for  some  time  after  the  tax  was  first  imposed,  a 
great  part  of  it  would  fall,  not  on  tlie  renter,  but  on  the 
ownt'r  of  the  hou>e.  A  large  pro[)ortion  of  the  eonsuraers 
either  could  Tiot  atfurd,  or  would  not  choose,  to  pay  their 
former  rent  with  the  tax  in  addition,  but  would  conteut 
themselves  with  a  lower  scale  of  accommodation.  Houses 
therefore  would  be  fur  a  time  in  excess  of  the  demand.  The 
consequence  (►f  such  excess,  in  the  case  of  most  other  articles, 
would  be  an  ahnost  imTuediate  diminution  of  the  supply  : 
but  so  durable  a  connnodity  as  houses  does  not  raj>idly  dimin- 
ish in  amount.  New  buildinii^s  indeed,  of  the  cLass  for  wliich 
the  demand  had  decreased,  would  cease  to  be  erected,  excej)t 
for  s])eei;d  reasons  ;  but  in  the  meantime  the  temporaiy 
supi-rriuity  would  l<»\ver  rents,  and  the  consumers  would 
obtain,  [)erha|)S,  nearly  the  same  acconnnodation  as  formerly, 
for  the  same  aggregate  paynii'Ut,  rent  and  tax  together.  By 
deirrees,  however,  as  the  existim,^  houses  wore  out,  or  as 
increase  of  population  demanded  a  greater  supply,  rents 
would  again  rise ;  until  it  became  ])rotitalde  to  recom- 
menee  building,  which  would  not  be  until  the  tax  was 
wholly  tran^feri'ed  to  the  occupier.  In  the  end,  therefore, 
the  oeeupiei'  bears  that  ])ortion  of  a  tax  on  rent,  which  falls 
on  tlie  iKH  iiieiit  made  for  the  house  itself,  exclusivelv  of  tlie 
gnMiiid  il  .-tands  on. 

TIk'  ca-e  i-  partly  (liferent  witli  the  portion  which  is  a 
tax  «»ii  gr<»ini«l-j'rnt.  As  taxes  on  rent,  pro[)ei'ly  so  called, 
Tall  i>n  tlie  iaiKJlorcl.  a  tax  on  gi'oimd-rent,  one  would  sup- 
]M.-c,  niu-t  tall  on  tlie  gi-mind-landhHMl.  at  least  after  the 
e\]>irati<jn  ot'  tlir  building  lra>r.  It  will  not  however  fall 
\\]i(>llv  on  the  laM'llonl,  iiiilos  with  the  tax  <ui  uToimd-rent 
tlicrr  i-  coiiibinri]  all  e<|uivaleiit  tax  <»ji  agri<-iiltin'al  rent. 
1lic  lowot  I'ciit  ^  •!'  land  let  t<'r  builditiL''  i-  v.M-y  little  above 
till'  rt-iit  wliidi  tlir  -aiiH'  j_q'<niiid  would  \  icld  in  agriculture: 
-iiK-f  i:  ]-«  rf;t-oii;il.l(.  to  .-iippo-c  that  land,  unless  in  case  ot 
iX<'ei't  ional  'ir'-iiiii-tatu-e-.  i,-  let  or  >old  foi-  building  as  soon 
a-  it  i>  d.cidcdiy  wortli  iinu'e  f^r  tliat  |»ui'iH»-f  than  tbr  culti- 
vation.     It,  t  lirrrtMrc,  a  tax  wei'e  laid  oii  ir  round -rents  without 
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being  also  laid  on  agincultural  rents,  it  would,  unless  of 
trifling  amount,  reduce  the  return  from  the  lowest  ground- 
rents  below  the  ordinary  return  from  land,  and  would  check 
further  building  quite  as  effectually  as  if  it  were  a  tax  on 
building-rents,  until  either  the  increased  demand  of  a  grow- 
ing population,  or  a  diminution  of  supply  by  the  ordinary 
causes  of  destruction,  had  raised  the  rent  by  a  full  equivalerit 
for  the  tax.  But  whatever  raises  the  lowest  ground-rents, 
raises  all  others,  since  each  exceeds  the  lowest  by  the  market 
value  of  its  peculiar  advantages.  If,  therefore,  the  tax  on 
ground-rents  were  a  fixed  sum  per  square  foot,  the  more 
valuable  situations  paying  no  more  than  those  least  in  request, 
this  fixed  payment  would  ultimately  fall  on  the  occupier. 
Suppose  the  lowest  ground-rent  to  be  10/.  per  acre,  and  the 
highest  1000/.,  a  tax  of  II.  per  acre  on  ground-rents  would 
ultimately  raise  the  former  to  11/.,  and  the  latter  conse- 
quently to  1001/.,  since  the  difference  of  value  between  the 
two  situations  would  be  exactly  what  it  was  before :  the 
annual  pound,  therefore,  would  be  paid  by  the  occupier. 
But  a  tax  on  ground-rent  is  supposed  to  be  a  portion  of  a 
house-tax  which  is  not  a  fixed  payment,  but  a  percentage  on 
the  rent.  The  cheapest  site,  therefore,  being  supposed  as 
before  to  pay  1/.,  the  dearest  would  pay  100/.,  of  which  only 
the  1/.  could  be  thrown  upon  the  occupier,  since  the  rent 
would  still  be  only  raised  to  1001/.  Consequently,  99/.  of 
the  100/.  leWed  from  the  expensive  site,  would  fall  on  the 
ground-landlord.  A  house-tax  thus  requires  to  be  considered 
in  a  double  aspect,  as  a  tax  on  all  occupiers  of  houses,  and 
a  tax  on  ground-rents. 

In  the  vast  majority  of  houses,  the  ground-rent  forms 
but  a  small  proportion  of  the  annual  payment  made  for  tlic 
house,  and  nearly  all  the  tax  falls  on  the  occupier.  It  is  only 
in  exceptional  cases,  like  that  of  the  favourite  situations  in 
laige  towns,  that  the  predominant  element  in  the  rent  of  the 
house  is  the  ground-rent ;  and  among  the  very  few  kinds  of 
income  which  are  fit  subjects  for  peculiar  taxation,  these 
ground-rents  hold  the  principal  place,  being  the  most  gigan- 
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tic  example  extant  of  enormous  accessions  of  riclies  acquired 
rajudly,  and  in  many  cases  unexpectedly,  by  a  few  families, 
from  the  mere  accident  of  their  possessing  certain  tracts  of 
land,  without  their  having  tliemselves  aided  in  the  acquisi- 
tion by  tlie  smallest  exertion,  outlay,  or  risk.  So  far  there- 
fore as  a  house-tax  falls  on  the  groimd-landlord,  it  is  liable 
to  no  valid  objection. 

In  so  far  as  it  falls  on  the  occupier,  if  justly  proportioned 
to  the  value  of  the  house,  it  is  one  of  the  fairest  and  most 
unobjectionable  of  all  taxes.  No  part  of  a  person's  expend- 
iture is  a  better  criterion  of  his  means,  or  bears,  on  the 
whole,  more  nearly  the  same  proportion  to  them.  A  house- 
tax  is  a  nearer  a])proach  to  a  fair  income-tax,  than  a  direct 
assessment  on  income  can  easily  be ;  having  the  great 
advautaue,  that  it  makes  spontaneous! v  all  the  allowances 
which  it  is  so  ditlicult  to  make,  and  so  impracticable  to  make 
exactly,  in  assessing  an  income-tax  :  for  if  what  a  person 
pavs  in  h<Kisu-reut  is  a  test  of  anvthiiiir,  it  is  a  test  not  of 
what  he  po-scsses,  but  of  what  he  thinks  he  can  afford  to 
s[)eiid.  Tlie  ecpiality  of  this  tax  can  only  be  seriously  ques- 
tioned on  two  grounds.  The  first  is.  that  a  miser  may  escape 
it.  This  objection  a])])lies  to  all  taxes  on  expenditure  :  noth- 
ing but  a  direet  tax  on  ineome  can  reach  a  miser.  But  as 
misers  do  not  now  hoard  their  treasure,  but  invest  it  in 
producti\e  employments,  it  not  oidy  a^hls  to  the  national 
we.nhh,  and  eonse«jnentIy  to  the  genei'al  means  of  paying 
t:i\t'-.  hut  the  pas  nient  elaimalde  from  it>elf  is  oidv  trans- 
teired  t'rom  the  )>rineipal  sum  to  tlie  ineome  afterwards 
(hrivei]  from  it,  wliieh  pavs  taxes  as  soon  a.-  it  eomes  to  be 
expended.  Tlie  s<'e»»nd  objection  i>  tliat  :i  peison  may  re 
<jnire  a  lai'L^'t-r  and  in«>re  exjx  ii-i\i'  hoii-e,  not  from  having 
i^Tcatei-  n:c;in-.  hut  troni  lia\ing;i  h-trLi'rr  family.  Of  this, 
ho\\(\'t  r,  hr  i>  not  cniith'd  to  eoniphiin  ;  >>nee  having  a 
L-irL!-("  faniilv  i-  at  a  |'ci-><>n*>  own  clioice  :  and,  .-o  far  as  eon- 
r.  rn>  tln'  pnMic  intert>t,  i-  a  tiling  rather  to  he  discouraged 
than  promoted.  " 

'    Aii'>tli>  I  riMiiiii')!!  iiliii  (ti'Mi   1-   ili.it  l,ii;j<'  ami  <'\|>rii^i\  f  ac'c'oiiiiiuKlation    is 
(tlirii    rniiiiotl,  not  a<  a  i <  -hlrnr.'^  l.m  loi  hu-iiic-^-.      llni  it  is  an  adinittetl  prin- 
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A  large  portion  of  the  taxation  of  this  country  is  rais- 
ed by  a  house-tax.  The  parochial  taxation  of  the  towns 
entirely,  and  of  the  rural  districts  partially,  consists  of  an 
assessment  on  house-rent.  The  window-tax,  which  was 
also  a  house-tax,  but  of  a  bad  kind,  operating  as  a  tax  on 
light,  and  a  cause  of  deformity  in  building,  was  exchanged 
in  1851  for  a  house-tax  properly  so-called,  but  on  a  much 
lower  scale  than  that  which  existed  previously  to  1834.  It 
is  to  be  lamented  that  the  new  tax  retains  the  unjust  princi- 
ple on  which  the  old  house-tax  was  assessed,  and  which  con- 
tributed quite  as  much  as  the  selfishness  of  the  middle  classes 
to  produce  the  outcry  against  the  tax.  Tlie  public  were 
justly  scandalized  on  learning  that  residences  like  Chatsworth 
or  Belvoir  were  only  rated  on  an  imaginary  rent  of  perhaps 
2001.  a  year,  under  the  pi*etext  that  owing  to  the  great  ex- 
pense of  keeping  them  up,  they  could  not  be  let  for  more. 
Probably,  indeed,  they  could  not  be  let  even  for  that,  and  if 
the  argument  were  a  fair  one,  they  ought  not  to  have  been 
taxed  at  all.  But  a  house-tax  is  not  intended  as  a  tax  on 
incomes  derived  from  houses,  but  on  expenditure  incurred 
for  them.     The  thing  which  it  is  wished  to  ascertain  is  what 


cipic  that  buildings  or  portions  of  buildings  occupied  exclusivclj  for  business, 
such  as  shops,  warehouses,  or  manufactories,  ought  to  be  exempted  from  house- 
tax.  The  plea  that  persons  in  business  may  be  compelled  to  live  in  situations, 
such  as  the  great  thoroughfares  of  London,  where  house-rent  is  at  a  monopoly 
rate,  seems  to  me  unworthy  of  regard :  since  no  one  does  so  but  because  the 
extra  profit  which  he  expects  to  derive  from  the  situation,  is  more  than  an  equiv- 
alent to  him  for  the  extra  cost  But  in  any  case,  the  bulk  of  the  tax  on  this 
extra  rent  will  not  fall  on  him,  but  on  the  ground-landlord. 

It  has  been  also  objected  that  house-rent  in  the  rural  districts  is  much  lower 
than  in  towns,  and  lower  in  some  towns  and  in  some  rural  districts  than  in 
others :  so  that  a  tax  proportioned  to  it  would  have  a  corresponding  ine<|uality 
of  pressure.  To  thi^  however,  it  may  be  answered,  that  in  places  where  house- 
rent  is  low,  persons  of  the  same  amount  of  income  usually  live  in  larger  and 
better  houses,  and  thus  expend  in  house-rent  more  nearly  the  same  proportion 
of  their  incomes  than  might  at  6rst  sight  appear.  Or  if  not,  the  probability  will 
be,  that  many  of  them  live  in  those  places  precisely  because  they  are  too  poor  to 
live  elsewhere,  and  have  therefore  the  strongest  claim  to  be  taxed  lightly.  In 
some  cases,  it  is  precisely  because  the  people  are  poor,  that  house-rent  remains 

low. 
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a  house  eoste  to  the  pereon  who  lives  in  it,  not  what  it 
would  bring  in  if  let  to  some  one  eUe.     AVhen  the  occupier 

is  not  the  owner,  and  does  not  hold  on  a  repairing  lease, 
the  rent  lie  pavs  is  the  measure  of  what  the  house  L-osts  him  : 
but  when  he  is  the  owner,  sume  other  measure  must  be 
tought.  A  valuation  should  be  made  of  the  house,  not  at 
what  it  would  sell  for,  but  al  what  would  be  the  cost  of 
rebuilding  it,  and  this  valuation  might  be  periodieatly  cor- 
rectt-'d  by  an  alluwaucc  for  what  it  had  lust  in  value  by 
titne,  or  gained  by  repairs  and  imjirovements.  The  amount 
of  the  aniendol  valuation  would  form  a  principal  sum,  the 
interest  of  whieh,  at  the  euiTent  jiricc  of  the  public  funds, 
would  I'onri  the  annual  value  at  which  the  building  should 
be  assessed  tr?  the  tax. 

As  incomes  iielow  a  certain  anionnt  ought  to  he  exempt 
from  income-tax,  so  ought  houses  below  a  certain  value, 
from  house-tax,  on  the  universal  ]>rinciple  of  sparing 
from  all  taxation  the  absolute  necessaries  of  healthful  exist- 
ence. In  ordei'  that  the  occupiers  of  lodgings,  as  well  as 
of  houses,  might  bcnelit,  as  in  justice  they  ought,  hy  this 
exemption,  it  might  be  optional  with  the  owners  to  have 
every  portion  of  ii  houf^e  which  is  occupied  by  a  separate 
tenant,  valued  and  aHsessed  separately,  as  is  now  usually  the 
case  with  chambers. 


CHAPTER  IV. 


OF  TAXES  ON  COMMODITIES. 


§  1.  Bt  taxes  on  commodities  are  commonly  meant,, 
those  which  are  levied  either  on  the  producers,  or  on  the 
cao^riers  or  dealers  who  intervene  between  them  and  the  final 
purchasers  for  consumption.  Taxes  imposed  directly  on  the 
consumers  of  particular  commodities,  such  as  a  house-tax,  or 
the  tax  in  this  country  on  horses  and  carriages,  might  be 
called  taxes  on  commodities,  but  are  not ;  the  phrase  being, 
by  custom,  confined  to  indirect  taxes — those  which  are  ad- 
vanced by  one  person,  to  be,  as  is  expected  and  intended, 
reimbursed  by  another.  Taxes  on  commodities  are  either 
on  production  within  the  country,  or  on  importation  into  it, 
or  on  conveyance  or  sale  within  it ;  and  are  classed  respect- 
ively as  excise,  customs,  or  tolls  and  transit  duties.  To 
whichever  class  they  belong,  and  at  whatever  stage  in  the 
progress  of  the  community  they  may  be  imposed,  they  are 
equivalent  to  an  increase  of  the  cost  of  production ;  using  that 
term  in  its  most  enlarged  sense,  which  includes  the  cost  of 
transport  and  distribution,  or,  in  common  phrase,  of  bringing 
the  commodity  to  market. 

When  the  cost  of  production  is  increased  artificially  by  a 
tax,  the  effect  is  the  same  as  when  it  is  increased  by  natural 
causes.  If  only  one  or  a  few  commodities  are  affected,  their 
value  and  price  rise,  so  as  to  compensate  the  producer  or 
dealer  for  the  peculiar  burden ;  but  if  there  were  a  tax  on 
all  commodities,  exactly  proportioned  to  their  valney  nofladi 
compensation  would  be  obtained :  there 
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general  rise  of  values,  which  is  an  absurdity,  nor  of  prices, 
whicli  d(;pend  on  causes  entirely  diflerent.  Tliere  would, 
however,  as  ^Ir.  M^Culloeh  has  pointed  out,  be  a  disturbance 
of  vahies,  some  falling,  others  rising,  owing  to  a  circum- 
stance, the  effect  of  which  on  values  and  prices  we  formerly 
discussed  ;  the  different  durability  of  the  capital  employed  in 
different  occupations,  llie  gross  pi'oduce  of  industry  consists 
of  two  parts  ;  one  portion  serving  to  replace  the  capital  con- 
sumed, while  the  other  })ortion  is  profit.  Now  equal  capital 
in  two  branches  of  })roduction  must  liave  ecjual  expectations 
of  profit  ;  but  if  a  greater  portion  of  the  one  than  of  the  other 
is  fixed  cai)itah  or  it'  that  fixed  capital  is  more  durable,  there 
will  be  a  less  consumption  of  capital  in  the  year,  and  less 
will  be  required  to  re[)laee  it,  so  that  the  profit,  if  abso- 
lutely the  same,  will  f(»rni  a  greater  proportion  of  the  annual 
returns.  To  derive  from  a  capital  of  lOiH)^.  a  profit  of  100/., 
the  one  producer  may  have  to  sell  produce  to  the  value  of 
1100/.,  the  other  only  to  the  value  of  500/.  If  on  these  two 
branelies  of  industry  a  tax  l)e  imposed  of  five  per  cent,  ad 
rahrrfin^  \\\{\  last  will  be  charircd  oidv  with  25/.,  the  fi ret  with 
55/.  ;  leaving  to  the  one  75/.  profit,  to  the  other  only  45Z. 
To  equalize,  therefoi-e,  their  ex])eetati<»n  of  profit,  the  one 
commodit  V  mu>t  I'i-e  in  }>rice,  «>i'  the  other  must  fall,  or  both  : 
eomiiiodities  made  chieflv  bv  immediate  labour  must  rise  in 
vnlue,  as  c(Hiii»ai'(Ml  with  those  which  are  chieflv  made  by 
machinerw  It  is  uiinecessarv  to  ]>rosecute  this  branch  of 
the  inoiiirv  anv  turther. 

it.  ft 

;^  '2.  A  tax  on  anv  one  commodltv,  whether  laid  on  its 
jirodiiction,  \\<  im])(»i1atioii.  its  carri;ii;-e  tVom  ]>]ace  to  place, 
<>i'  its  s.de.  and  wlirtlicr  the  t.ix  1>r  :i  tixcd  sum  of  monev  for 
a  irivcii  nn.'iiititv  ot"  tlie  (•< »iiiiiHMlit v,  <>i'  \\\\  <if]  V(tJ(>re7)}  dutv, 
will,  a>  a  general  rule,  rai-e  the  \  Hlne  ;md  ])riee  of  the  com- 
iiioditv  bv  <Mt  h'a-t  tlie  anmnnt  of  the  tax.  TIhtc  are  few 
c:i-f-   Iii   whieh   it   doe-  not  rai-e  tlieiii   bv  more  than   that 

« 

:iniMiiiit.      In  tlie  iirst    ]>hiee,  there  are  t'ew  taxes  on   produc- 
tion (tn  ace<tunt  of  wliieh   it   is  not  found  or  deemed  neces- 
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£arj  to  impose  restrictive  regulations  on  tlie  manufaoturers  or 
(iL'ftlors,  in  order  to  check  evasions  of  the  tax.  Tlicse  regu- 
lations arc  always  sources  of  trouble  aiid  annoyance,  and 
gcnci'ally  of  expenge,  for  all  of  which,  being  peculiar  disnd- 
vantagotj,  the  producers  or  dealers  must  have  compensation 
in  the  price  of  their  commodity.  These  restrictions  also  fre- 
quently interfere  with  the  processes  of  manufacture,  requir- 
ing the  producer  to  carry  on  his  operations  in  the  way  most 
convenient  to  the  revenue,  though  not  the  cheapest  or  most 
cffiiicnt  for  purposes  of  production.  Any  regulations  what- 
ever, enforced  by  law,  make  it  difficult  for  the  producer  to 
adopt  new  and  improved  processes.  Further,  the  necessity 
of  advancing  the  tax  obliges  producers  and  dealers  to  carry 
on  their  business  with  larger  capitals  than  would  otherwise 
he  necessary,  on  the  whole  of  which  they  must  receive  the 
ordinary  rate  of  profit,  though  a  part  only  is  employed  in 
defraying  the  real  expenses  of  production  or  importation. 
Tlie  price  of  the  article  must  be  sucli  as  to  afford  a  profit  on 
more  than  its  natural  value,  instead  of  a  profit  on  only  its 
natural  value.  A  part  of  the  capital  of  the  country,  in  short, 
is  not  employed  in  production,  but  iu  advances  to  the  state, 
repaid  in  the  price  of  goods  ;  and  the  coutumers  must  give 
an  indemnity  to  the  sellers,  equal  to  the  protit  which  they 
could  have  made  on  the  same  capital  if  really  employed  in 
production.  Neither  ought  it  to  bo  forgotten,  that  whatever 
renders  a  larger  capital  necessary  in  any  trade  or  business, 
limits  the  competition  in  that  businesB ;  and  by  giving  some- 
thing like  a  monopoly  to  a  few  dealers,  may  enable  them 
either  to  keep  up  the  price  beyond  what  would  afford  the 
ordinary  rate  of  profit,  or  to  obtain  the  ordinary  rate  of 
protit  with  a  less  degree  of  exertion  for  imjiroving  and 
cheapening  their  commodity.  In  these  several  modes, 
taxes  on  ciiiuiiodities  often  cost  to  tho  corisiirHn-,  lliruui;li 
the  increiiiM;d  price  of  tlta'*<4|da|dm^  more  than  tiic 
bring  into  the  treasury  o'  ^^^(jB|fc^llanother 

consideration.     The  hi^ie 
almost  al^tays  checks  tko flt^ 

\ 
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since  there  are  many  improvements  in  production  which, 
to  make  tlietn  practicable,  require  a  certain  extent  of 
demand,  such  improvements  are  obstructed,  and  many  of 
them  prevented  altogether.  It  is  a  well-known  fact,  that 
the  branches  of  production  in  which  fewest  improvements 
are  made,  are  those  with  which  the  revenue  oificer  inter- 
feres ;  and  that  nothing,  in  general,  gives  a  greater  impulse 
to  imi)rovements  in  the  production  of  a  commodity,  than 
taking  oft'  a  tax  which  narrowed  the  market  for  it. 

§  3.  Sucli  are  tlie  effects  of  taxes  on  commodities,  con- 
sidered generally  ;  but  as  there  are  some  commodities  (those 
coinposiiig  tlie  necessanes  of  the  labourer)  of  which  the 
vhIiks  have  an  iiiftueiice  on  the  distribution  of  wealth  among 
diff*erent  ehisses  of  tlie  community,  it  is  requisite  to  trace 
tlie  effects  of  taxes  on  those  particular  articles  somewhat 
farther.  If  a  tax  be  laid,  say  on  corn,  and  the  price  rises  in 
])roportion  to  the  tax,  the  rise  of  price  may  operate  in  two 
ways.  First  :  it  may  lower  the  condition  of  the  labouring 
elasses  ;  temporarilv  indeed  it  can  scarcely  fail  to  do  so. 
If  it  diminishes  their  coiisuniptioii  of  the  produce  of  the 
earth,  or  makes  them  resort  to  a  food  which  the  soil  pro- 
duces more  abundantly,  and  therefore  more  cheaply,  it  to 
that  extent  contrilnites  to  throw  baek  agriculture  upon  more 
fertile  lan<ls  or  less  eostly  ])r<K'esses,  and  to  lower  the  value 
and  nricr  n\  rom  ;  which  tluM-efore  ultimately  settles  at  a 
pi-ice,  increased  n<>r  bv  the  \vli(»le  amount  of  the  tax,  but  bv 
<»iiiy  a  part  of  it.s  amount.  Sec •ndlw  however,  it  may  hap- 
jMii  that  the  deai'iu'ss  of  thr  ta\e(l  fnod  docs  not  lower  the 
Jial»itual  stjindai'd  of  the  hiboui'cj'V  iV(|iiirenients,  but  that 
watres,  on  th('  contrary,  t]iri»ui:;h  an  a<'tion  on  population, 
rise,  in  a  shorter  or  lon^^rr  ]»ciiod,  >o  a^  to  eonij)cnsate  the 
lalnMirfi--  Inr  tlieir  ])ortion  ot'  tlir  tax  ;  tlie  compensation 
hcinir  "f  cour-e  at  the  cxjm'uso  of  profit-.  Taxes  on  necessa- 
rit  -  niii-t  thus  ha\e  <>ne  of  two  ctrcct^.  Hither  thev  lower 
the  (•« -ndif  i^ii  nt"  the  laliourini:-  cla>>cs  ;  <n'  thov  exact  from 
thf  (.\\  iH-i->  of  caj'ital,  in  addition    to  thi'  ainuunt   due  to  the 
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state  on  their  own  necessaries,  the  amount  due  ou  those 
consumed  by  the  labourers.  In  the  last  case,  the  tax  on 
necessaries,  like  a  tax  on  wages,  is  equivalent  to  a  peculiar 
tax  on  profits ;  which  is,  like  all  other  partial  taxation, 
unjust,  and  is  specially  prejudicial  to  the  increase  of  the 
national  wealth. 

It  remains  to  speak  of  the  effect  on  rent.  Assuming 
(what  is  usually  the  fact,)  that  the  consumption  of  food  is 
not  diminished,  the  same  cultivation  as  before  will  be  neces- 
sary to  supply  the  wants  of  the  community  ;  the  margin  of 
cultivation,  to  use  Dr.  Chalmers'  expression,  remains  where 
it  was ;  and  the  same  laud  or  capital  which,  as  the  least 
productive,  already  regulated  the  value  and  price  of  the 
whole  produce,  will  continue  to  regulate  them.  The  effect 
which  a  tax  on  agricultural  produce  will  have  on  rent, 
dej>ends  on  its  affecting  or  not  affecting  the  difference 
between  the  retmn  to  this  least  productive  land  or  capital, 
and  the  returns  to  other  lands  and  capitals.  Now  this 
depends  on  the  manner  in  which  the  tax  is  imposed.  If 
it  is  an  ad  valorem  tax,  or  what  is  the  same  thing,  a  fixed 
proportion  of  the  produce,  such  as  tithe  for  example,  it 
evidently  lowers  corn-rents.  For  it  takes  more  corn  from 
the  better  lands  than  from  the  worse ;  and  exactly  in  the 
degree  in  which  they  are  better ;  land  of  twice  the  produc- 
tiveness paying  twice  as  much  to  the  tithe.  Whatever  takes 
more  from  the  greater  of  two  quantities  than  from  the  less, 
diminishes  the  difference  between  them.  The  imj>o8ition  of 
a  tithe  on  com  would  take  a  tithe  also  from  corn-rent :  for 
if  we  reduce  a  series  of  numbers  by  a  tenth  each,  the  differ- 
ences between  them  are  reduced  one-tenth. 

For  example,  let  there  be  five  qualities  of  land,  which 
severally  yield,  on  the  same  extent  of  ground  and  with  the 
same  expenditiure,  100,  90,  80,  70,  and  60  bushels  of  wheat ; 
the  last  of  these  being  the  lowest  quality  which  the  demand 
for  food  renders  it  necessary  to  cultivate.  The  rent  of  these 
lands  will  be  as  follows ; — 
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KjO  bushels  [    "'"  '[^'^^  I  100-60,  or  40  bushels. 


The  laiul  )  ,    )  will  yield 

,     .       V  100  bushels  }           V     ^ 

producing  )  )  a  rent  ot 

That  i>roduciiig  UO       „                  „                90—60,  or  30 


n 

61-54, or  27 

M 

n 

72 -n4,  or  18 

»T 

n 

03-r»4,or    9 

1» 

80       „  „  80-60,  or  20      „ 

70       „  „  70-60,  or  10      „ 

60       „  „  no  rent. 

Now  let  a  tithe  be  imposed,  which  takes  from  these  five 
j)icceB  of  hmd  10,  !♦,  8,  7,  and  G  bushels  respectively,  the  fifth 
quality  still  being  the  one  which  regulates  the  price,  but 
returning  to  the  farmer,  after  payment  of  tithe,  no  more 
than  54  ])ushel>  : — 

The  land  /    ,    ,  ,      ,    ,        ,        i  .    r.^    <  will  vield  )  ... 

,     .       I   InO  bubhels  reduced  to  90,  \         '       ^  >  90—54,  or  36  bushels. 
producing  )  (  a  rent  oi  \ 

That       } 
.     .        -     90       „  „  81 

producing  ) 

70       „  „  63 

and  that  producing  <>0  ])U>hels,  reduced  to  54,  will  yield,  as 
before,  no  rent.  So  that  the  rent  of  the  first  quality  of  land 
has  lost  four  bushels ;  of  the  second,  three  ;  of  the  third, 
two  ;  and  of  the  fourth,  one  :  that  is,  each  lias  lo>t  exactly 
oiic-ti'iith.  A  tax,  therefore,  of  a  tixed  pr(){)ortion  of  the 
pro(hice,  lowers,  in  the  same  prcpoi'tion,  corn-rent. 

r)Ut  it  is  oidv  corn-rent  that  is  h)wcred,  and  not  rent  esti- 
mated  in  moiiev,  (»r  in  any  otlicr  commodity.  For,  in  the 
same  ]>r«>portion  as  eorn-rent  i.^  rcduee(l  in  quantity,  the  corn 
coni]>(»>ini:  it  i>  rai.-i'd  in  yalue.  Under  tlie  tithe,  54:  bush- 
els will  1m  wortli  in  tlie  market  what  <»()  were  l)efore  ;  and 
niiM'  t«ii!lis  will  in  all  ea-c-  >ell  for  as  inueh  as  the  whole 
t(n  tenth-  |>i-(\inu<l\  sold  tor.  'llie  landlor(l>  will  therefore 
1m-  eonipen.-ated  in  \alnc  and  price  for  what  they  lose  in 
(|naiitit\-  ;  aihl  w  III  snfler  onlv  so  far  as  thev  consume  their 
retit  in  kiiMJ,  or,  at'ter  ]-e<'ci\  inir  it  in  inniicw  c.\i)end  it  in 
a-i-icult  m  a1  i-rodnce:  that  is,  thev  onl\'  su ll'ei' as  consumers 
of  a^iiriilt  iiral  pi-o(lnc(',  and  in  <"oiiinion  with  all  the  other 
r<.ii-iiiiM'i'-.  ( '(»n>id(i'rd  a<  landlords,  they  have  the  same 
iii'"iih-  :i.-  lu'inrc;  the  t  it  he,  thei'ef;  tre,  falls  on  the  C(>nsumer, 
and   n<  »t   •  'ii  t  lie  !andl«  d'd. 

'J'lir  ^anic  ctlcct  WMuld   he  produce<l   on  rent,  if  the  tax. 
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instead  of  being  a  fixed  pi*oportion  of  the  produce,  were  a 
fixed  sum  per  quarter  or  per  bushel.  A  tax  wliich  takes  a 
Bhilling  for  every  bushel,  takes  more  sliillings  from  one  field 
than  tVoni  another,  just  in  proportion  as  it  produces  more 
basliels  ;  and  operates  exactly  like  tithe,  except  that  tithe  is 
n*  it  only  the  same  proportion  on  all  lands,  but  is  also  the  same 
))roi>ortion  at  all  times,  while  a  fixed  sum  of  money  per 
bushel  will  amount  to  a  greater  or  less  proportion,  according 
as  c<;rn  is  cheap  or  dear. 

There  are  other  modes  of  taxing  agriculture,  which  would 
affect  rent  differently.  A  tax  proportioned  to  the  rent 
would  fall  wholly  on  the  rent,  and  would  not  at  all  raise  the 
price  of  corn,  which  is  r^ulated  by  the  portion  of  the  prod- 
uce that  pays  no  rent.  A  fixed  tax  of  so  much  per  culti- 
vated acre,  without  distinction  of  value,  would  have  effects 
directly  the  reverse.  Taking  no  more  from  the  best  quali- 
ties of  land  thau  from  the  worst,  it  would  leave  the  differ- 
ences the  same  as  before,  and  consequently  the  same  corn- 
rents,  and  the  landlords  would  profit  to  the  full  extent  of 
the  rise  of  price.  To  put  the  thing  in  another  manner ; 
the  price  must  rise  sufficiently  to  enable  the  worst  land  to 
pay  the  tax :  thus  enabling  all  lands  which  produce  more 
than  the  worst,  to  pay  not  only  the  tax,  but  also  an  in- 
creased rent  to  the  landlords.  These,  however,  are  not  so 
mucli  taxes  on  the  produce  of  land,  as  taxes  on  the  land 
itself.  Taxes  on  the  produce,  properly  so  called,  whether 
fixed  or  ad  valorem^  do  not  affect  rent,  but  fall  on  the  con- 
sumer :  profits,  however,  generally  bearing  either  the  whole 
or  the  greatest  part  of  the  portion  which  is  levied  on  the 
consumption  of  the  labouring  classes. 

§  4.  The  preceding  is,  I  apprehend,  a  correct  statement 
of  the  manner  in  which  taxes  on  agricultural  produce  oper- 
ate when  first  laid  on.  When,  however,  they  are  of  old 
standing,  their  effect  may  be  different,  as  was  first  pointed 
out,  1  believe,  by  Mr.  Senior.  It  is,  as  we  have  »  ,  \ 
almost  infallible  consequence  of  any  reduction  of  p       ^ 
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retard  the  rate  of  accumulation.  Now  the  effect  of  accu- 
niulatiori,  wlieii  attended  by  its  usual  accompaniment,  an  in- 
crease of  population,  is  to  increase  the  value  and  price  of 
food,  to  raise  rent,  and  to  lower  profits :  that  is,  to  do  pre- 
cisely what  is  done  by  a  tax  on  agricultural  produce,  except 
that  this  does  not  raise  rent.  The  tax,  therefore,  merely 
anticipates  the  rise  of  price,  and  fall  of  profits,  which  would 
have  taken  place  ultimately  through  the  mere  progress  of 
accumulation  ;  while  it  at  the  same  time  prevents,  or  at  least 
retards,  that  progress.  If  the  rate  of  profit  was  such,  pre- 
vious to  the  imposition  of  a  tithe,  that  the  effect  of  the  tithe 
reduces  it  to  the  practical  minimum,  the  tithe  will  put  a 
stop  to  all  further  accumulation,  or  cause  it  to  take  place 
out  o\'  the  count ry  ;  and  the  only  effect  which  the  tithe  will 
then  have  had  on  the  consumer,  is  to  make  him  pay  earlier 
the  price  wliich  he  would  have  luvd  to  pay  somewhat  later — 
part  of  which,  indeed,  in  the  gradual  ])rogress  of  wealth  and 
l>()pulation,  he  would  have  almost  immediately  begun  to 
pay.  After  a  lai)se  of  time  which  would  have  admitted  of 
a  rise  of  one-tenth  from  the  natural  progress  of  wealth,  the 
conMimer  will  be  ])aying  no  more  than  he  would  have  paid 
if  the  tithe  had  never  existed  ;  he  will  liave  ceased  to  pay 
any  portion  of  it,  and  the  ]»erson  who  will  really  pay  it  is 
the  landlord,  whom  it  <leprives  of  the  increase  of  rent  which 
wouhl  by  tli;it  time  have  aeeiued  to  him.  At  every  suc- 
cessive point  in  this  interval  of  time,  less  of  the  burden 
will  rr>t  on  the  (*on>nnu'i',  and  more  of  it  on  the  landlord  : 
an<l  in  the  ultimate  I'e.-ult,  the  minimum  of  i»rofits  will  be 
readied  witli  a  >maller  capital  and  }>n|)u]ation,  and  a  lower 
rental,  tlian  if  the  eour>e  of  tliinL:>  liad  not  been  disturbed 
by  the  iinpo>ition  of"  the  tax.  If,  <•:)  tlie  other  liand,  the  tithe 
<»r  otli<M'  tax  <in  ai:;ricnltui"al  pr^'lniM-  (lor>  u>>\  i\Mhiee  profits 
t<»  till;  niiiiimnni,  Init  to  -onietliinL^  ahovo  tlie  minimum, 
accuninlation  will  not  In- .-topped,  hut  onjv  slackened:  and 
if  population  al-^o  increasr-,  the  two-fold  increase  will  con- 
tinue to  pi-(Mhiei  it-  el]'eet> — a  ri>e  ot'  the  price  (»f  corn,  and 
an    increa>e    of    rent.      Tlie-e    eonse<|Uenee.s,   h<>wever,   will 


TAXES  ON  COMMODITIES.  443 

not  take  place  with  the  same  rapidity  as  if  the  higher  rate 
of  profit  had  continued.  At  the  end  of  twenty  years  the 
country  will  have  a  smaller  population  and  capital,  than, 
but  for  the  tax,  it  would  by  that  time  have  had  ;  the  land- 
lords will  have  a  smaller  rent ;  and  the  price  of  com  having 
increased  less  rapidly  than  it  would  otherwise  have  done, 
will  not  be  so  much  as  a  tenth  higher  that  what,  if  there  had 
been  no  tax,  it  would  by  that  time  have  become.  A  part 
of  the  tax,  therefore,  will  already  have  ceased  to  fall  on  the 
consumer,  and  devolved  upon  the  landlord ;  and  the  pro- 
portion will  become  greater  and  greater  by  lapse  of  time. 

Mr.  Senior  illustrates  tliis  view  of  the  subject  by  likening 
the  eflfects  of  tithes,  or  other  taxes  on  agricultural  produce, 
to  those  of  natural  sterility  of  soil.  If  the  land  of  a  country 
without  access  to  foreign  supplies,  were  suddenly  smitten 
with  a  permanent  deterioration  of  quality,  to  an  extent 
which  would  make  a  tenth  more  labour  necessary  to  raise 
the  existing  produce,  the  price  of  corn  would  undoubtedly 
rise  one-tenth.  But  it  cannot  hence  be  inferred  that  if  the 
soil  of  the  country  had  from  the  beginning  been  one-tenth 
worse  than  it  is,  corn  would  at  present  have  been  one-tenth 
dearer  than^  we  find  it.  It  is  far  more  probable,  that  the 
smaller  return  to  labour  and  capital,  ever  since  the  first 
settlement  of  the  country,  would  have  caused  in  each  suc- 
cessive generation  a  less  rapid  increase  than  has  taken  place : 
that  the  country  would  now  have  contained  less  capital,  and 
maintained  a  smaller  population,  so  that  notwithstanding  the 
inferiority  of  the  soil,  the  price  of  com  would  not  have  been 
higlier,  nor  profits  lower,  than  at  present ;  rent  alone  would 
certainly  have  been  lower.  We  may  suppose  two  islands, 
which,  being  alike  in  extent,  in  natural  fertility,  and  indus- 
trial advancement,  have  up  to  a  certain  time  been  equal  in 
poj)ulation  and  capital,  and  have  had  equal  rentals,  and  the 
same  price  of  com.  Let  us  imagine  a  tithe  imposed  in  one 
of  thc^se  islands,  but  not  in  the  other.  There  will  be  imme- 
diately a  difference  in  the  price  of  corn,  and  therefore  prob- 
ably in  profits.     While  profits  are  not  tending  downwardfl 
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iij  either  counxry.  rha^  i.-r.  while  improvement?  in  the  pro 
du'rti'^ri  «>t'  rie'^'^-arit-^  fully  ke»-p  {'a^-e  wi^h  the  increase  of 
j^v»].uld^';!i.  ^*i;-  d;n»:r«jiir'»,'  •»!*  pric^e  aiid  profit?  betwet^n  the 
i-;a:;'i-  innv  ^oiitJiiie.  But  if.  in  the  unrithed  inland,  cap- 
it  il  i:.^r»-;i-'--.  iiJi'l  ]H.pulari»jii  aloi.g  with  it.  m^re  than  enough 
V)  C'»!inr»;rhalan<;e  a;iy  improvrmtrnt?  which  take  place,  the 
prir-.;  of  r-urn  will  i^radually  ri?t\  prutit?  will  fall,  and  rent  will 
inceaM'  :  wliil.-  in  thu  titlied  i-land  capital  and  pcpulalioii 
wil!  eit!i»'r  n-^t  in«rea.-L'  <b».-vund  what  is  hahmct^d  bv  the 
i:iij»r<r.  <jm'jnr- ..  ur  if  tli'-y  do.  will  increa?*.-  in  a  less  degree  ; 
.  o  that  r^rjt  and  tLm  pri«;e  of  corn  will  eitlier  not  ri.-e  at  all, 
or  li-*-  ni'^f  -I'Avly.  Kent,  ther^'f^re.  will  -orai  be  higher  iii 
r!.'-  u!itir!i(Ml.  riiaii  in  tli*,-  titli^-rl  island,  aiid  piv.fits  not  so 
iM:i'-li  }ii„'!i«T  n-'i'  f-rn  ->)  much  cheaper,  as  thuy  wt^re  on  the 
fii>t  injp<)-iti.>n  <^{'tli''  titli*.'.  Tlic-»-  cttV-ct-  will  be  progressive. 
At  tlic  end  ot"  C'Vj.-rv  tr-n  vcars  tliei't^  will  be  a  irivater  differ- 
.jncL'  lM'tw<'cn  tlic  I'cntaU  and  iM/Uveen  the  airirrt'irate  wealth 
and  j.o|'uhiti(.n  of  the  two  i-land.-.  and  a  less  difference  in 
jii-'»li!~  ;in'l  In  tilt'  pi"i^-e  «»f  c<>rn. 

At  uliat  [Mjlnt  will  tlic-c  hi-t  dificM'enccs  entirelv  cease, 
(ind  the  tcnjjxn'ai'v  »ttV'<-t  ot  tax* -^  on  airiicultural  j^roduce,  in 
rai-Intr  tin-  j»ri'M'.  }iav«-  entirely  liivon  place  to  the  ultimate 
<fI'jM-t,  that  of  limltinL'"  th<'  total  i»i*<»du(M_'  of  the  country  ? 
'I'hoiiL:!)  t!i«'  uniit!i<(l  i-hmd  is  alway>  V('ri:-in«x  t(>wards  the 
ji'.iht  at  uhifli  the  |)ii--c  <.t"  f  tod  Would  «»\ertake  that  in  the 
tithc-l  idan-l.  it-  {ir-'Lii-'---  towards  that  ]»oint  natiirallv 
:i  'liM^^-  iit-ar-i'  t«.  attaining:'  it  :  -ince — the  differ- 
■^'><'t'ii  thf  t\\'»  i.-land-  in  the  ra])idity  of  accumula- 
1  i«»ii.  'hjM.n'iiiii:'  upon  t  lie  dill'ci'rn'-e  in  tlir  rato  of  profit — in 
projM.rt  i.  .1!  ;i~  i!ic-c  a  ppi'oxiniatt'.  tin-  ni'>\rnirnt  which  draws 
t!i''iii  cIm-c)-  t'i'jc! hrr.  al»at''-  ••!"  ii-  tMi'cf.  Thr  ouc  mav  not 
a<-tiia'I\  o\r!'ia!x'-  ihf  <'!l]"'i',  uiitil  h"tli  i-laiids  I'each  the 
nii  III  III  li  ni  of  |'i*"|it-  :  up  to  ihat  point,  thr  tithed  i>land  niav 
roiiiiiiiic  UK, re  or  h  -~  aht  ad  of  ihr  unlith<j<l  i-hmd  in  tlie 
prl'-'  oT  c.iii  :  c.iiHcl.'i-aMy  ahia<l  it"  it  i-  far  fi'on)  the  niini- 
miiiii,  aiid  i-  nMrcloii'  accumnlat  iiii:  raoidlv;  \erv  little 
.*ih<ad     it'     it     i>    nrai'     the     minimum,    and     accmuidating 
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But  wliatevcr  is  truo  of  the  tithed  and  untithed  islands, 
in  our  hypothetical  case,  is  true  of  any  country  having  a 
tithe,  compared  with  the  same  country  if  it  had  never 
had  a  tithe. 

In  England  the  great  emigration  of  capital,  and  the 
almost  periodical  occurrence  of  commercial  crises  through 
the  speculations  occasioned  by  the  habitually  low  rate  of 
l)rofit,  are  indications  that  profit  has  attained  the  practical, 
though  not  the  ultimate  minimum,  and  that  all  the  savings 
which  take  place  (beyond  what  improvements,  tending  to 
the  cheapening  of  necessaries,  make  room  for)  are  either  sent 
abroad  for  investment,  or  periodically  swept  away.  Tliere 
can  therefore,  I  think,  be  little  doubt  that  if  England  had 
never  had  a  tithe,  or  any  tax  on  agricultural  produce,  the 
price  of  com  would  have  been  by  this  time  as  high,  and  the 
rate  of  profits  as  low,  as  at  present.  Independently  of  the 
more  rapid  accumulation  which  would  have  taken  place  if 
profits  had  not  been  prematurely  lowered  by  these  imposts ; 
tire  mere  saving  of  a  part  of  the  capital  which  has  been 
wasted  in  unsuccessful  speculations,  and  the  keeping  at  home 
a  part  of  that  which  has  been  sent  abroad,  would  have 
been  quite  sufficient  to  produce  the  efl^ect.  I  think,  there- 
fore, with  Mr.  Senior,  that  the  tithe,  even  before  its  com- 
mutation, had  ceased  to  be  a  cause  of  high  prices  or  low 
profits,  and  had  become  a  mere  deduction  from  rent ;  its 
other  effbcts  being,  that  it  caused  the  country  to  have  no 
greater  capital,  no  larger  production,  and  no  more  numerous 
population  than  if  had  been  one-tenth  less  fertile  than  it  is; 
or  let  us  rather  say  one-twentieth,  (considering  how  great  a 
portion  of  the  land  of  Great  Britain  was  tithe-free.) 

But  though  tithes  and  other  taxes  on  agricultural  pro<l- 
u(fe,  when  of  long  standing,  either  do  not  raise  tlie  price  of 
food  and  lower  profits  at  all,  or  if  at  all,  not  in  proportion  to 
the  tax ;  yet  the  abrogation  of  such  taxes,  when  they  exist, 
does  not  the  less  diminish  price,  and,  in  genera]|  raise  the 
rate  of  profit.  The  abolition  of  a  tithe  takes 
the  cost  of  production)  and  consequently  ttoai^ 
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all  agricultural  produce ;  and  unless  it  permanently  raises 
the  labourer's  requirements,  it  lowers  the  cost  of  labour,  and 
raises  profits.  Rent,  estimated  in  money  or  in  commodities, 
generally  remains  as  before  ;  estimated  hi  agricultural  prod- 
uce, it  is  raised.  The  country  adds  as  much  by  the  repeal 
of  a  tithe,  to  the  margm  which  intervenes  between  it  and  the 
stationary  state,  as  was  cut  ofl'  from  that  margin  by  the  tithe 
when  first  imposed.  Accumulation  is  greatly  accelerated  ; 
and  if  population  also  increases,  the  price  of  corn  imme- 
diately begins  to  recover  itself,  and  rent  to  rise  ;  thus  grad- 
ually transferring  the  benefit  of  the  remission,  from  tlie 
consumer  to  the  landlord. 

Tlic  ertects  which  thus  result  from  abolishing  tithe,  result 
equally  from  what  has  been  done  by  the  arrangements  under 
the  Commutation  Act  for  converting  it  into  a  rent  charge. 
When  the  tax,  instead  of  being  levied  on  the  whole  produce 
of  the  soil,  is  levied  only  from  the  portions  which  pay  rent, 
and  does  not  touch  any  fresh  extension  of  cultivation,  the 
tax  no  lonii^er  forms  any  part  of  the  cost  of  production  of 
the  portion  of  the  produce  which  regulates  the  price  of  all 
the  rest.     The  land  or  capital  which  pays  no  rent,  can  now 
send  its  produce  to  market  one-tenth  cliea]>er.     Tlie  com- 
mutation ol"  tithe  ought  therefore  to  have  produced  a  con- 
siderablu  tall   in   the  average  price  of  corn.     If  it  had  not 
coniL'  so  gradually  into  o|)eration,  and  if  the  j>rice  of  corn  had 
not  (luring  the  >Mmo  ])L'riod  been  under  the  influence  of  sev- 
eral utiur  causes  of  change,  the  effect  would  probably  have 
been  markedly  conspicuous.     As  it  is,  there  can  be  no  doubt 
tliat  this  cir<'unistancc  has  had  its  share  in  the  fall  which  has 
iaken   ])lace  in  the  c<_)st  of  jn'oductiou  and  in   the  price  of 
honic-L^'owii  ])rnducc  ;  tliouuli  the  etl'ects  of  the  great  agricul- 
tural iiii])i-(»\euu'nts  which  have  been  simultaneously  advan- 
ciuir.  and  of  tlic  tree  adiiii»ion  (»f  ai::ricultural  produce  from 
l(»rei;^ii   couutiio,  have  uia>ke<l    tli(»>e  c»f   the  other  cause. 
Thi>  fall  of    price  would  not  in   itself   have  any  tendency 
injuriou.--  tu  the  landlord,  since  corn-rents  are  increased  in  the 
same  ratio  in  which  the  j>rice  of  corn  is  diminished.     But 
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neither  does  it  in  any  way  tend  to  increase  his  income.  The 
rent-charge,  therefore,  which  is  substituted  for  tithe,  is  a 
dead  loss  to  him  at  the  expiration  of  existing  leases :  and  the 
commutation  of  tithe  was  not  a  mere  alteration  in  the  mode 
in  whicli  the  landlord  bore  an  existing  burden,  but  the  im- 
position of  a  new  one  ;  relief  being  afforded  to  the  consumer 
at  the  expense  of  the  landlord,  who,  however,  begins  imme- 
diately to  receive  progressive  indemnification  at  the  con- 
sumer's expense,  by  the  impulse  given  to  accumulation  and 
population. 

§  5.  We  have  hitherto  inquired  into  the  effects  of  taxes 
on  commodities,  on  the  assumption  that  they  are  levied  im- 
partially on  every  mode  in  which  the  commodity  can  be 
produced  or  brought  to  market  Another  class  of  considera- 
tions is  opened,  if  we  suppose  that  this  impartiality  is  not 
maintained,  and  that  the  tax  is  imposed,  not  on  the  com- 
modity, but  on  some  particular  mode  of  obtaining  it. 

Suppose  that  a  commodity  is  capable  of  being  made  by 
two  different  processes  ;  as  a  manufactured  commodity  may 
be  produced  either  by  hand  or  by  steam-power ;  sugar  may 
be  made  either  from  the  sugar-cane  or  from  beet-root,  cattle 
fattened  either  on  hay  and  green  crops,  or  on  oil-cake  and 
the  refuse  of  breweries.  It  is  the  interest  of  the  community, 
that  of  the  two  methods,  producers  should  adopt  that  which 
produces  the  best  article  at  the  lowest  price.  This  being 
also  the  interest  of  the  producers,  unless  protected  against 
competition,  and  shielded  from  the  penalties  of  indolence ; 
the  process  most  advantageous  to  the  community  is  that 
which,  if  not  interfered  with  by  government,  they  ulti- 
mately find  it  to  their  advantage  to  adopt.  Suppose  how- 
ever that  a  tax  is  laid  on  one  of  the  processes,  and  no  tax  at 
all,  or  one  of  smaller  amount,  on  the  other.  If  the  taxed 
process  is  the  one  which  the  producers  would  not  have 
adopted,  the  measure  is  simply  nugatory.  But  if  the  tax 
falls,  as  it  is  of  course  intended  to  do,  upon  the  one  which 
they  would  have  adopted,  it  creates  an  artificial  motive  for 
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preferring  the  untaxed  process,  though  the  inferior  of  the 
two.  If,  therefore,  it  lias  any  effect  at  all,  it  causes  the 
commodity  to  l»e  produced  of  worse  quality,  or  at  a  greater 
expense  of  labour ;  it  causes  so  much  of  the  labour  of  the 
counn unity  to  be  wasted,  and  the  capital  employed  in  sup- 
porting and  remunerating  that  labour  to  be  expended  as 
uselessly,  as  if  it  were  spent  in  hiring  men  to  dig  holes  and 
fill  them  up  again.  This  waste  of  labour  and  capital  consti- 
tutes an  addition  to  the  cost  of  production  of  the  commod- 
ity, which  raises  its  value  and  price  in  a  corresponding  ratio, 
and  thus  the  owners  of  the  capital  are  indemnified.  The 
loss  falls  on  the  consumers ;  though  the  capital  of  the  coun- 
try is  also  eventually  diminished,  by  the  diminution  of  their 
means  of  saving,  and  in  some  degree,  of  their  inducements 
to  save. 

Tlie  kind  of  tax,  tlierefore,  >vhich  comes  under  the  general 
denomination  of  a  discriminating  duty,  transgresses  the  rule 
that  taxes  should  take  as  little  as  possible  from  the  tax-payer 
beyond  what  they  bring  into  the  treasury  of  the  state.  A 
discriminating  duty  makes  the  consumer  pay  two  distinct 
taxes,  only  one  of  which  is  paid  to  the  government,  and 
that  frequently  the  less  onerous  of  the  two.  If  a  tax  were 
laid  on  su^ar  ])roduced  from  the  cane,  leaving  the  sugar 
from  beet-root  untaxed,  then  in  so  far  as  cane  sugar  contin- 
ued to  be  Uhcd,  the  tax  on  it  would  be  paid  to  the  treasury, 
and  nii<:ht  be  as  unobjectionable  as  most  other  taxes ;  but 
if  cane  sun;ar.  having  previously  been  cheaper  than  beet-root 
su;^^ar,  was  n()W  dearer,  and  beet-root  sugar  was  to  any  con- 
sidera])lc  amount  sub>tituted  for  it,  and  fields  laid  out  and 
jnanufactories  estaldislicd  In  consiMjiK'Ticc.  tlie  government 
Would  ^ain  no  revtMiuc  from  tlie  Ix't-t-root  suirar,  while  the 
(niisiiiiRTs  of  it  would  ])ay  a  real  tax.  Tliev  would  pay  for 
bcct-i'oot  snirar  more  than  tln'V  had  ])n'vioiisly  ]»aid  for  cane 
sui:-ar,  ami  tlie  ditierrnee  would  «j:o  to  indcuinity  ju'oducers 
for  a  ixn'tion  of  the  lalxMir  of  the  c-ountrv  actually  thrown 
awav,  in  in'oduciiiir  bv  the  labour  of  (>av)  three  hundred 
nicn,  what  (Maild  be  obtained  by  the  other  process  with  the 
labour  of  two  hundred. 
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One  of  the  commonest  cases  of  discriminating  duties,  is 
that  of  a  tax  on  the  importation  of  a  commodity  capable  of 
being  produced  at  home,  unaccompanied  by  an  equivalent 
tax  on  the  home  production.  A  commodity  is  never  perma- 
nently imported,  unless  it  can  be  obtained  from  abroad  at  a 
smaller  cost  of  labour  and  capital  on  the  whole,  than  is 
necessary  for  producing  it.  If,  therefore,  by  a  duty  on  the 
importation,  it  is  rendered  cheaper  to  produce  the  article 
than  to  import  it,  an  extra  quantity  of  labour  and  capital  is 
expended,  without  any  extra  result.  Tlie  labour  is  useless, 
and  the  capital  is  spent  in  paying  people  for  laboriously 
doing  nothhig.  All  custom  duties  which  operate  as  an 
encouragement  to  the  home  production  of  the  taxed  article, 
are  thus  an  eminently  wasteftil  mode  of  raising  a  revenue. 

Tliis  character  belongs  in  a  peculiar  degree  to  custom 
duties  on  the  produce  of  land,  unless  countervailed  by  excise 
duties  on  the  home  production.  Such  taxes  bring  less  into 
the  public  treasury,  compared  with  what  they  take  from  the 
consumers,  than  any  other  imposts  to  which  civilized  na- 
tions are  usually  subject.  If  the  wheat  produced  in  a  coun- 
try is  twenty  millions  of  quarters,  and  the  consumption 
twenty-one  millions,  a  million  being  annually  imj)orted, 
and  if  on  this  million  a  duty  is  laid  which  raises  the  price 
ten  shillings  per  quarter,  the  price  which  is  raised  is  not 
that  of  the  million  only,  but  of  the  whole  twenty-one  mil- 
lions. Taking  the  most  favourable,  but  extremely  improba- 
ble supposition,  that  the  importation  is  not  at  all  checked, 
nor  the  home  pro<luction  enlarged,  the  state  gains  a  revenue 
of  only  half  a  million,  while  the  consumers  are  taxed  ten 
millions  and  a  half:  the  ten  millions  being  a  contribution 
to  the  home  growers,  who  are  forced  by  competition  to 
resign  it  all  to  the  landlords.  The  consumer  thus  pays  to 
the  owners  of  land  an  additional  tax,  equal  to  twenty  times 
that  which  he  pays  to  the  state.  Let  us  now  suppose  that 
the  tax  really  checks  importation.  Sup|)ose  importation 
8topi>ed  altc^ther  in  ordinary  years ;  it  being  found  that 
the  million  of  quarters  can  be  obtained,  by  a  more  elaborate 
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ciiltivation,  or  by  breaking  up  inferior  land,  at  a  less  ad- 
Vciii'.e  than  t»r!i  shillings  upon  the  previous  price — say,  for 
i:i.-ta:ice.  ti'-e  .-hillings  a  quail ':rr.  The  revenue  now  obtains 
iio'hing.  (:\<-'j\)t  tVuMi  the  extraordinary  imports  wliich  luay 
]:a]-j^*-i]  to  take  place  ill  a  ?ea:?on  of  scarcity.  But  the  coii- 
.-•iiii'.r.-  ])ii\  everv  vear  a  tax  of  five  shilliiiirs  on  the  whole 
tVv«-nty-one  millions  of  quarters,  amounting  to  5;^  millions 
,-t.  iliijg.  Of  this  the  odd  ^^njioo/.  g.jes  to  compensate  the 
grow  ers  of  the  la.-t  million  of  quarters  for  the  laboui*  and 
ca]»ital  wa.-ted  under  the  compulsion  of  the  law.  The 
r  jiiiaininLT  five  millions  uo  to  enrich  the  landlords  as  be- 
for*-. 

SiH-h  i-  the  operation  of  wliat  are  technically  termed 
r  <»i]i  Law-,  when  first  lai<]  on  ;  and  such  continues  to  be 
t]j«-ir  o|,erario:i,  so  long  a.-  thev  have  anv  eflect  at  all  in 
rai-ing  the  price  of  corn.  But  I  am  by  no  means  of  opin- 
ion that  in  the  long  run  they  keep  up  either  prices  or  rents 
in  tlie  degr<*e  which  these  cur^idcrati^jus  might  lead  us  to 
.-n|»))'»s<'.  AVhat  we  have  said  ies[>ecting  the  eflect  of  tithes 
a:i<l  «.)ther  taxes  on  agricultural  ]>roduce,  applies  in  a  great 
d'LT«-e  to  corn  laws  :  thev  anti<'ii>ate  artilicially  a  rise  of 
]M"irr  and  of  rent,  which  wnuld  at  all  events  have  taken 
]ilaff  thi-ough  the  increa.-e  of  po]»ulation  and  of  i)roduction. 
llie  <litlV'r«iu-e  ht-tween  a  countrv  with<»ut  corn  laws,  and  a 
(•.•mitiw  wliicli  has  lonir;  had  c(»rn  laws,  is  not  so  much  that 
tli«'  la-t  iia-  a  higher  j^rice  or  a  lai'ger  rental,  but  that  it  has 
t!ie  -aim;  nrirc  ami  the  >ame  rental  with  a  .-mailer  ajxiTreirate 
capital  and  a  ^maller  pojjulatiini.  The  im])Osition  of  com 
law-  rai.-c-  rent.-,  l)nt  I'ctards  that  i>rogress  of  accumulation 
\\lii<li  wouhl  in  no  loiii,^  i.criod  have  rai>»'d  them  fully  as 
niii<-li.  Thf  repeal  of  corn  laws  teh(l-  to  hnwr  rents,  but  it 
nii'liain-  a  force  which,  in  a  |»r<>gre.->i\  «•  ^tate  of  capital  and 
jH»j  .iil.ilioii,  i-r>tor<s  an(l  e\  rii  iiierea.-es  the  I'ormer  amount. 
lie!''  i-  every  rea-on  to  e.\]>ect  that  inider  the  virtually 
!!•  ••  Inip(trtat ioii  (»!'  agricultn!'al  {►roducc,  at  last  extorted 
tVoiii  till"  nilitig  ]K)\vers  ot'  this  (M)untry,  the  price  of  food, 
it"  j)opiilat iuii  goes  on  iiierea-ing,  ^^■ill  gradually  but  steadily 
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rise ;  though  thib  effect  may  for  a  time  be  postponed  by  the 
strong  current  which  in  this  country  has  set  in  (and  the  im- 
pulse is  extending  itself  to  other  countiies)  towards  the 
improvement  of  agricultural  science,  and  its  increased 
application  to  practice. 

What  we  have  said  of  duties  on  importation  generally, 
is  equally  applicable  to  discriminating  duties  which  favour 
importation  from  one  place  or  in  one  particular  manner,  in 
contradistinction  to  others ;  such  as  the  preference  given  to 
the  produce  of  a  colony,  or  of  a  country  with  which  there 
is  a  commercial  treaty ;  or  the  higher  duties  formerly  im- 
posed by  oui'  navigation  laws  on  goods  imported  in  other 
than  British  shipping.  Whatever  else  may  be  alleged  in 
favour  of  such  distinctions,  whenever  they  are  not  nugatory, 
they  are  economically  wastefol.  They  induce  a  resort  to  a 
more  costly  mode  of  obtaining  a  commodity,  in  lieu  of  one 
less  costly,  and  thus  cause  a  portion  of  the  labour  which  the 
country  employs  in  providing  itself  with  foreign  commodi- 
ties, to  be  sacrificed  without  return. 

§  6.  There  is  one  more  point,  relating  to  the  operation 
of  taxes  on  commodities  conveyed  from  one  country  to 
another,  which  requires  notice ;  the  influence  which  they 
exert  on  international  exchanges.  Every  tax  on  a  conmiod- 
ity  tends  to  raise  its  price,  and  consequently  to  lessen  the 
demand  for  it  in  the  market  in  which  it  is  sold.  All  taxes 
on  international  trade  tend,  therefore,  to  produce  a  disturb- 
ance and  a  re-adjustment  of  what  we  have  termed  the 
Equation  of  International  Demand.  This  consideration 
leads  to  some  rather  curious  consequences,  which  have  been 
pointed  out  in  the  separate  essay  on  International  Com- 
merce already  several  times  referred  to  in  this  treatise. 

Taxes  on  foreign  trade  are  of  two  kinds — ^^taxes  on  im- 
ports, and  on  exports.  On  the  first  aspect  of  the  matter  it 
would  seem  that  both  these  taxes  are  paid  by  the  consumers 
of  the  commodity  ;  that  taxes  on  exports  consequently  I 
entirely  on  foreigners,  taxes  on  imports  wholly  on  tl 
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consiiiner.     The  true  state  of  the  case,  however,  is  inucli 
more  complicated. 

''  By  taxiiifj:  exports,  we  may,  in  certain  circumstances, 
produce  a  division  of  the  advantage  of  the  trade  more 
favoiiral>lc  to  ourselves.  In  some  cases  we  may  draw  into 
our  cotfers,  at  the  expense  of  foreigners,  not  only  the 
wliole  tax,  but  more  tlian  the  tax ;  in  other  cases,  we  should 
gain  exactly  the  tax  ;  in  others,  less  than  the  tax.  In  this 
la.st  case,  a  ]>art  of  the  tax  is  borne  by  ourselves  ;  possibly 
the  whole,  possibly  even,  as  we  shall  show,  more  than  the 
whole.'' 

lieverting  to  the  supposititious  case  employed  in  the  Es- 
say, of  a  trade  between  Germany  and  Enghmd  in  broad- 
clotli  and  b'lien,  *'  su])puse  tliat  England  taxes  her  export 
of  clotli,  tlic  tax  not  being  supposed  high  enough  to  induce 
Germany  to  produce  cloth  for  herself.  The  i)rice  at  which 
clotli  can  be  sold  in  German v  is  aumnented  bv  the  tax. 
Tliis  will  pr()l)al)ly  diminish  the  cpiantity  consumed.  It 
may  diminish  it  so  much  that,  even  at  the  increased  price, 
there  will  not  be  recpiired  so  great  a  money  value  as  before. 
Or  it  may  not  dimini.-h  it  at  all,  or  so  little,  that  in  conse- 
quence of  tlu'  higher  ]»ri(*e,  a  greater  money  value  will  be 
purchased  than  betV»re.  In  this  last  case,  England  will  gain, 
at  the  exiKiisi'  <»f  German  v.  not  onlv  the  wliole  amount  of 
the  duty,  hut  niorr' ;  tV»r,  the  money  value  of  her  exports  to 
(lei'many  IteiriLT  increased,  while  her  imports  remain  the 
same,  iiioikn  will  llow  into  I^nirhmd  from  Germanv.  The 
j'licr  <»t'  cloth  will  ri>('  in  Kn^hmd,  and  consequently  in 
(iernianv;  Itut  the  itrice  of  linen  will  fall  in  Germanv, 
nnd  (■••iistMjiicntly  in  Kni:l:ind.  We  >li:dl  e\])ort  less  clotli, 
:in<l  inij)i»rt  UKTe  lim-n,  till  the  e(|uili])rium  is  restored. 
It  tini.-  ;i)tj)t';ir<  ( wlint  i-  ;it  lir-t  -i^lit  .-<>nie\vliat  remarkal)le) 
tli.it  l.\-  t;i\iiiL:-  lici'  <'\]H>ri-.  I'jiiiland  w<»nl(l,  in  some  eon- 
(■ei\;iM«'  fin-nni-tanrc-,  n<.t  ciily  g:iin  from  her  foreig!i  cus- 
tnimi-  t lir  \\  liolc  aiiKiimt  ot'  t lie  tax,  but  \\ould  also  gQt  her 
iiiii"»ri-  rlicajMr.  Slu*  would  grt  tlicMu  elieai'er  in  two 
\\  a\  -  ;   t<.r  -he  wouM  ohtaiii  them  for  less  nioiiev,  and  w^ould 

<  4.        J 


TAXES  ON  COMMODITIES.  453 

have  more  money  to  purchase  them  with.  Germany,  on 
the  other  hand,  would  suffer  doubly :  she  would  have  to 
pay  for  her  cloth  a  price  increased  not  only  by  the  duty, 
but  by  the  influx  of  money  into  England,  while  the  same 
change  in  the  distribution  of  the  circulating  medium  would 
leave  her  less  money  to  purchase  it  with. 

"  This  however,  is  only  one  of  three  possible  cases.  If, 
after  the  imposition  of  the  duty,  Germany  requires  so  dimi- 
nished a  quantity  of  cloth,  that  its  total  value  is  exactly  the 
same  as  before,  the  balance  of  trade  would  be  undisturbed  ; 
England  will  gain  the  duty,  Germany  will  lose  it,  and  noth- 
ing more.  If,  again,  the  imposition  of  the  duty  occasions 
such  a  falling  off  in  the  demand  that  Germany  requires  a 
less  pecuniary  value  than  before,  our  exports  will  no  longer 
pay  for  our  imports ;  money  must  pass  from  England  into 
Germany ;  and  Germany's  share  of  the  advantage  of  the 
trade  will  be  increased.  By  the  change  in  the  distribution 
of  money,  cloth  will  fall  in  England  ;  and  therefore  it  will, 
of  course,  fall  in  Germany.  Thus  Germany  will  not  pay 
the  whole  of  the  tax.  From  the  same  cause,  linen  will  rise 
in  Germany,  and  consequently  in  England.  When  this 
alteration  of  prices  has  so  adjusted  the  demand,  that  the 
cloth  and  the  linen  again  pay  for  one  another,  the  result  is 
that  Germany  has  paid  only  a  part  of  the  tax,  and  the  re- 
mainder of  what  has  been  received  into  our  treasury  has 
^ome  indirectly  out  of  the  pockets  of  our  own  consumers  of 
linen,  who  pay  a  higher  price  for  that  imported  commodity 
in  consequence  of  the  tax  on  our  exports,  while  at  the  same 
time  they,  in  consequence  of  the  efflux  of  money  and  the 
fall  of  prices,  have  smaller  money  incomes  wherewith  to 
pay  for  the  linen  at  that  advanced  price. 

"  It  is  not  an  impossible  supposition  that  by  taxing  our 
exports  we  might  not  only  gain  nothing  from  the  foreigner, 
tlie  tax  being  paid  out  of  our  own  pockets,  but  might  even 
compel  our  own  people  to  pay  a  second  tax  to  the  foreigner. 
Suppose,  as  before,  that  the  demand  of  Germany  for  cloth 
falls  off  60  much  on  the  imposition  of  the  duty,  that  she 
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reqiiires  a  smaller  money  value  than  before,  but  that  the 
ease  is  so  different  with  linen  in  England,  that  when  the 
price  rises  the  demand  either  does  i;ot  fall  off  at  all,  or  so 
little  that  the  money  value  required  is  greater  than  before. 
Tlie  first  effect  of  lavinir  on  tlie  dutv  is,  as  l)e*bre,  that  the 
<-lotli  ex])orted  will  no  longer  pay  tor  the  linen  import-ed. 
Monev  will  therefore  flow  out  of  Encjland  into  Germany. 
One  effect  is  to  rai.-e  the  j)rice  of  linen  in  Germany,  and 
consequently  in  Elngland.  But  this,  l)y  the  supposition,  in- 
htead  of  sto]»j)ing  the  etflux  of  money,  only  makes  it  greater, 
because  the  higher  the  price,  the  greater  the  money  value 
of  the  linen  consumed.  The  balance,  therefore,  can  onlv  be 
restored  l>y  the  other  effect,  which  is  going  on  at  the  same 
time,  namelv,  the  fidl  of  cloth  in  the  Emrli^h  and  couse- 
quently  in  the  German  market.  Even  when  cloth  has 
fallen  so  low  that  its  price  with  the*  duty  is  only  equal  to 
what  its  ])rice  without  the  duty  was  at  first,  it  is  not  a 
ncces>ary  rMtiisecjuence  that  the  fall  will  stop  ;  for  the  same 
amount  oi' e\i)ortation  as  befort^  will  not  now  suffice  to  pay 
the  increased  money  value  of  the  inq^orts  ;  and  although 
the  German  consumers  have  now  not  onlv  cloth  at  the  old 
j)ricc,  but  likewi>e  inei'cased  moiu'v  inc(»nu's,  it  is  !iot  certain 
that  tliev  will  be  inclined  to  em]>lov  the  iru-rease  of  tlieir 
iF)c<»me>  in  inri-easinir  their  purchases  of  cloth.  The  price  of 
cloth,  thci'ctbre,  must  ])erl)a])s  iall.  to  restore  the  equilibrium, 
mor(^  tliim  the  whole  amount  of  the  dutv  ;  (Terimmy  mav 
]»e  enabled  tn  import  cloth  at  a  lower  ])rice  when  it  is  taxed, 
than  wlien  it  wms  untaxed  :  and  this  gain  she  will  acquire 
at  the  ex])en>e  of  the  Enirlish  coTisuiners  of  linen,  who,  in 
addition,  will  be  the  real  jciyers  ot'  the  whole  of  what  is 
reci'i\rd  at  their  own  custom  lioii-c  under  the  name  of 
<liit  i)'S  on  the  expoj-t  (A'  cloth." 

It  is  almo-t  unnece-sarv  to  rcinai'k  that  cloth  and  linen 
arc  Iktc  nici'cly  rcj»r<'srnt:if  i\'es  of  exports  and  imports 
in  irriicral  ;  and  that  the  elfcM't  which  a  tax  on  exports 
might  have  in  inci'easiiig  the  cost  ot'  imjioris,  would  affect 
the    inij'nrts    from    all    countries,    and    not    peculiarly    the 
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articles  wliich  miglit  be  imported  from  the  particular  eoim- 
try  to  which  the  taxed  exports  were  sent. 

"  Such  are  the  extremely  various  effects  which  may 
result  to  ourselves  and  to  our  customers  from  the  imposition 
of  taxes  on  our  exports ;  and  the  determining  circumstan- 
ees  are  of  a  nature  so  imperfectly  ascertainable,  that  it  must 
be  almost  impossible  to  decide  with  any  certainty,  even 
after  the  tax  has  been  imposed,  whether  we  have  been 
gainers  by  it  or  losers."  In  general  however  there  could  be 
little  doubt  that  a  country  which  imposed  such  taxes  would 
succeed  in  making  foreign  countries  contribute  something 
to  its  revenue ;  but  unless  the  taxed  article  be  one  for 
wliich  their  demand  is  extremely  urgent,  they  will  seldom 
pay  the  wiiole  of  the  amount  which  the  tax  brings  in.* 
"  In  any  case,  whatever  we.  gain  is  lost  by  somebody  else, 
and  there  is  the  expense  of  the  collection  besides  :  if  inter- 
national morality,  therefore,  were  rightly  understood  and 
acted  upon,  such  taxes,  as  being  contrary  to  the  universal 
weal,  would  not  exist." 

Thus  far  of  duties  on  exports.  We  now  proceed  to  the 
more  ordinary  case  of  duties  on  imports.  "  We  have  had 
an  example  of  a  tax  on  exports,  that  is  on  foreigners,  fall- 
ing in  part  on  ourselves.  We  shall  therefore  not  be  sur- 
prised if  we  find  a  tax  on  imports,  that  is,  on  ourselves, 
partly  falling  upon  foreigners. 

"  Instead  of  taxing  the  cloth  which  we  export,  suppose 
that  we  tax  the  linen  which  we  import.  The  duty  which 
we  are  now  supposing  must  not  be  what  is  termed  a  pro- 
tecting duty,  that  is,  a  duty  suflSciently  high  to  induce  us 
to  produce  the  article  at  home.  If  it  had  this  effect,  it 
would  destroy  entirely  the  trade  both  in  cloth  and  in  linen, 
and  both  countries  would  lose  the  whole  of  the  advantage 

•  Probably  the  dtrongett  known  instance  of  a  large  reyenue  raised  from  for- 
eigners by  a  tax  on  exports,  is  the  opium  trade  with  China.  The  high  price  of 
the  article  under  the  GoTenunent  monopoly  (which  is  equivalent  to  a  high  ex- 
port duty)  has  so  little  effect  in  discouraging  its  consumption,  that  it  is  said  to 
have  been  oocastoniUy  told  in  China  for  as  much  as  its  weight  in  sUver. 
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wliieh  tliey  previously  gained  by  exrliangiiig  those  com- 
modities with  one  another.  We  suppose  a  duty  which 
miglit  diminish  the  consumption  of  tlie  article,  but  which 
Would  not  prevent  us  from  continuing  to  import,- as  before, 
whatevei'  linen  we  did  consume. 

'^  The  equih'brium  of  trade  would  be  disturbed  if  the  im- 
position of  tlio  tax  diminished,  in  the  slightest  degree,  the 
quantity  of  linen  consumed.  For,  as  the  tax  is  levied  at 
our  own  cu>tom-house,  the  German  ex^^orter  only  receives 
tlie  same  price  as  formci-ly,  though  the  English  consumer 
pavs  a  liiuhcr  one.  If,  tlierctore,  there  be  anv  diminution 
of  the  (plant ity  bought,  although  a  larger  sum  of  money 
niav  be  actnallv  laid  out  in  the  article,  a  smaller  one  will  be 
due  from  Kiigland  to  Germany  :  this  sum  will  no  longer  bo 
an  equivalc!it  for  the  sum  due  from  (Trermany  to  England 
for  cloth,  the  balance  therefore  must  he  paid  in  money. 
Prices  will  fall  in  Germanv  and  rise  in  Eniiland  ;  linen  will 
fall  in  the  German  nuirket  ;  cloth  will  rise  in  the  English. 
Tlie  Germans  will  ])ay  a  higher  ]>rice  for  cloth,  and  will 
liave  smaller  monev  incomes  to  buv  it  with  ;  while  the 
Engli-h  will  ol)taln  linen  clieajjcr,  that  is.  its  price  will  ex- 
ceed what  it  ])i'eviou>Iv  was  bv  less  than  the  amount  of  the 
duty,  while  theii*  means  <»f  pureliasing  it  will  be  increased 
bv  the  inerea-e  oi' their  nuniev  incomes. 

"  If  rlie  inijMisitjoii  oi'  the  tax  does  not  diminish  the  de- 
mand, it  will  leave  the  n-a<le  exaetlv  as  it  was  before.  We 
.^liall  imj»orr  a-  m\icli.  and  export  as  much  ;  the  whole  of 
tilt'  tax  will  1m'  paid  out  ot' our  own  j)Oekets. 

"  I>iii  tlir  imposition  ot'  a  tax  on  a  commodity  almost 
always  diiiiimVlic-  the  demand  ni(»re  or  le-><  ;  and  it  can 
never,  oi-  -c.Mi-cclv  (ne)\  incrra-e  the  demand.  It  may, 
thciTlniN',  he  laid  dnwii  ;i>  ;i  ] .ri iici | »le,  that  a  tax  on  import- 
<'d  conmiMdit  ic-,  wlnn  it  i-rally  oj. crate-  as  a  tax,  and  not 
a-  a  j»i'oliiMt  i'-n  eithrr  total  oi*  parti.d.  alm<»>t  always  falls, 
in  j'arf  n]M>n  tlir  t<»i"<'iM-n('fs  who  ron-nme  our  goods;  and 
that  thi>  i-  a  tnndc  in  which  a  nation  may  aj>]>ropriate  to 
it>elt',   at    the   rxjten-e  ot'   loreigiiers,    a    larger    share    than 
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would  otherwise  belong  to  it  of  the  increase  in  the  general 
productiveness  of  the  labour  and  capital  of  the  world, 
which  results  from  the  interchange  of  commodities  among 
nations." 

Those  are,  therefore,  in  the  right  who  maintain  that 
taxes  on  imports  are  partly  paid  by  foreigners ;  but  they 
are  mistaken  when  they  say,  that  it  is  by  the  foreign  pro- 
ducer. It  is  not  on  the  person  from  whom  we  buy,  but  on 
all  those  who  buy  from  us,  that  a  portion  of  our  custom 
duties  spontaneously  falls.  It  is  the  foreign  consumer  of 
our  exported  commodities,  who  is  obliged  to  pay  a  higher 
price  for  them  because  we  maintain  revenue  duties  on 
foreign  goods. 

There  are  but  two  cases  in  which  duties  on  commodities 
can  in  any  degree,  or  in  any  manner,  fall  on  the  producer. 
One  is,  when  the  article  is  a  strict  monopoly,  and  at  a  s(*ar- 
city  price.  The  price  in  this  case  being  only  limited  by  the 
desires  of  the  buyer ;  the  sum  obtained  for  the  restricted 
supply  being  the  utmost  which  the  buyers  would  consent  to 
give  rather  than  go  without  it ;  if  the  treasury  intercepts  a 
part  of  this,  the  price  cannot  be  further  raised  to  compensate 
for  the  tax,  and  it  must  be  paid  from  the  monopoly  profits. 
A  tax  on  rare  and  high  priced  wines  will  fall  wholly  on  tlie 
growers,  or  rather,  on  the  owners  of  the  vineyards.  The 
second  case  in  which  the  producer  sometimes  bears  a  por- 
tion of  the  tax,  is  more  important :  the  case  of  duties  on  the 
produce  of  land  or  of  mines.  These  might  be  so  high  as  to 
diminish  materially  the  demand  for  the  produce,  and  com- 
pel the  abandonment  of  some  of  the  inferior  qualities  of  land 
or  mines.  Supposing  this  to  be  the  effect,  the  consumers, 
both  in  the  countrv  itself  and  in  those  which  dealt  with  it, 
would  obtain  the  produce  at  smaller  cost ;  and  a  part  only, 
instead  of  the  whole,  of  the  duty  would  fall  on  the  purchas- 
er, who  would  be  indemnified  chiefly  at  the  expense  of  the 
landowners  or  mine-owners  in  the  producing  country. 

Duties  on  importation  may,  then,  be  divided  "  into  1  > 
classes :  those  which  have  the  effect  of  encou 


458  BOOK   V.     CHAPTER   IV.     §6. 

particular  l)ran('li  of  domestic  indusfry,  and  those  which 
liave  not.  Tlie  former  are  jmrely  miscliievous,  both  to  the 
country  iniposiiig  tliem,  and  to  tliose  with  whom  it  trades. 
Tliey  prevL'Ut  a  savinir  of  hi])Our  and  capital,  which,  if  per- 
mitted t»)  he  made,  would  he  divided  in  some  proportion  or 
Other  l»ctween  the  importing;  country  and  the  countries 
whicli  buy  what  that  country  does  or  might  export. 

"  The  other  cLass  of  duties  are  those  whicli  do  not 
encoiirairo  one  mode  of  ]>rocuring  an  article  at  the  expense 
of  an(»ther,  but  alk)\v  intercliange  to  take  i>lace  just  as  if  the 
duty  did  not  exist,  and  to  produce  the  saving  of  labour 
wliich  constitutes  the  motive  to  international,  as  to  all  other 
commerce.  Of  this  kind  are  duties  on  the  importation  of 
any  roinnnHlity  which  could  not  l>y  any  ]>ossihility  be  pro- 
duced at  liome  ;  and  duties  not  suthcientlv  hiixh  to  counter- 
bahuice  the  difterence  of  ex]>ense  lietween  the  ]>ro(luction  of 
tlie  article  at  home  and  its  im]>ortati<>n.  Of  the  money 
wliich  is  1»r«iuixlit  into  the  treasury  of  anv  country  by  taxes 
of  til  is  Inst  desr'iijktion,  a  [»art  only  is  paid  by  the  people 
of  tlnit  country  ;  the  remainder  bv  tlie  foreiu'ii  consuniers 
of  their  <Toods. 

''  Nevertheless,  this  latter  kind  of  taxes  are  in  principle 
as  ineliirible  as  the  former,  thouirh  not  i>reciselv  on  the  same 
ground.  A  pi'otrcting  duty  can  never  be  a  cause  of  gain, 
l)ut  always  aii<l  necis-arily  of  h^ss,  to  the  country  imposing 
it,  ju-^  So  fnr  as  it  i-;  i^flicacioiis  to  its  end.  A  non-])rotecting 
dutv.  on  the  foiitrarv,  won  hi  in  most  cases  l)e  a  source  of 
gain  to  the  country  ini}u»sing  it,  in  so  far  as  throwing  part 
of  the  weii^lit  of  its  taxes  upon  other  ])eonle  is  a  gain  ;  but 
it  wr.nld  be  a  means  which  it  conld  seldom  l)c  advisable  to 
a<lo|it.  hein<^  so  ca^iiv  counteracted  by  a  pi'cciselv  similar 
]>roc(('(|inL''  "U  the  other  >ide, 

*•  If  I'Jigiand,    in   the  case    alrea<lv   sii])]iose(l,   sought   to 
obtain  t'or  hci-sclf  nioi-r  than  her  natural  >hare  of  the  advan- 
tw'jr  of  the  hade  with  (brniany,  by  im]>osing  a  duty  upon 
liii' n.  (b'l'niany   woidd   only   ha\e  to  impose  a  duty  upon 
chith,  sufhcient  to    diminish    the   demand    for  that   article 
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about  as  much  as  the  demand  for  linen  had  been  diminished 
in  England  by  the  tax.  Things  would  then  be  as  before, 
and  each  country  would  pay  its  own  tax.  Unless,  indeed, 
the  sum  of  the  two  duties  exceeded  the  entire  advantage  of 
the  trade ;  for  in  that  case  the  trade,  and  its  advantage, 
would  cease  entirely. 

"  There  would  be  no  advantage,  therefore,  in  imposing 
duties  of  this  kind,  with  a  view  to  gain  by  them  in  the  man- 
ner which  has  been  pointed  out.  But  when  any  part  of  the 
revenue  is  derived  from  taxes  on  commodities,  these  may 
often  be  as  little  objectionable  as  the  rest.  It  is  evident, 
too,  that  considerations  of  reciprocity,  which  are  quite 
unessential  when  the  matter  in  debate  is  a  protecting  duty, 
are  of  material  importance  when  the  repeal  of  duties  of  this 
other  description  is  discussed.  A  country  cannot  be  expect- 
ed to  renounce  the  power  of  taxing  foreigners,  unless  for- 
eigners will  in  return  practise  towards  itself  the  same  for- 
bearance. The  only  mode  in  which  a  country  can  save 
itself  from  being  a  loser  by  the  revenue  duties  imposed  by 
other  countries  on  its  commodities,  is  to  impose  correspond 
ing  revenue  duties  on  theirs.  Only  it  must  take  care  that 
those  duties  be  not  so  high  as  to  exceed  all  that  remains 
of  the  advantage  of  the  trade,  and  put  an  end  to  impor- 
tation altogether,  causing  the  article  to  be  either  pro- 
duced at  home,  or  imported  from  another  and  a  dearer 
market." 


CHAPTER  V. 


OF    SOME    OTHER    TAXES. 


§  1.  Ekstdks  direct  taxes  on  ineoine,  and  taxes  on  con- 
Biuii])tion,  the  financial  systems  of  most  countries  comprise 
a  variety  of  miscellaneous  iiiiposts,  not  strictly  included  in 
either  class.  The  modern  Euro))ean  systems  retain  many 
such  taxes,  though  in  Tuuch  less  nuuiher  and  variety  than 
those  senn'-barbarous  governments  wliich  European  influence 
lias  not  yet  reached.  In  some  of  tliese,  scarcely  any  inei- 
d(Mit  of  life  has  esca])ed  l>eing  made  an  excuse  for  some 
fiscal  exaction  ;  hardly  any  act,  not  belonging  to  daily  rou- 
tine, can  be  |>eif<>rmed  by  any  one,  without  obtaining  leave 
from  some  agent  of  government,  which  is  only  granted  in 
consideration  of  a  {jayment  :  especially  when  the  act  re- 
quii"e>  the  aid  or  the  peculiar  guarantee  of  a  public  autlior- 
itv.  In  tlie  ]»resent  treatise  we  mav  confine  our  attention 
to  such  taxes  ;is   latelv  existed,  or  still  exist,  in  countries 

•  - 

usually  class^MJ  as  civilized. 

In  aliiio-t  all  nations  a  considerable  revenue  is  drawn 
from  taxes  on  contracts.  Tliese  are  im]»osed  in  various 
forms.  One  ex])edient  is  that  of  taxing  the  legal  instrument 
which  serves  as  evidence  of  the  conti-act,  and  which  is  eom- 
moiilv  tli(^  (»idv  evi(lcnc(>  ]ei::allv  admissible.  In  Enijland, 
scarcely  any  conti'act  is  ]>inding  unless  executed  on  stamped 
]>apci',  which  has  ])aid  a  tax  \n  L^overnuKMit  ;  and  until  very 
lately,  wlieii  the  conti'act  related  to  property  the  tax  was 
]»ro|»oi-tionally  much  heavier  cai  the  smaller  than  on  the 
larger  transactions;  which  is  still  true  of  some  of  those 
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taxes.  There  are  also  stamp  duties  on  the  legal  instruments 
which  are  evidence  of  the  fulfilment  of  contracts ;  such  as 
acknowledgments  of  receipt  and  deeds  of  release.  Taxes 
on  contracits  are  not  always  levied  by  means  of  stamps. 
The  duty  on  sales  by  auction,  abrogated  by  Sir  Eobert 
Peel,  was  an  instance  in  point.  The  taxes  on  transfers  of 
hvnded  property,  in  France,  are  another :  in  England  these 
are  stamp-duties.  In  some  countries  contracts  of  many 
kinds  are  not  valid  unless  registered,  and  their  registration 
is  made  an  occasion  for  a  tax. 

Of  taxes  on  contracts,  the  most  important  are  those  on  the 
transfer  of  property  ;  chiefly  on  purchases  and  sales.  Taxes 
on  the  sale  of  consumable  commodities  are  simply  taxes  on 
those  commodities.  If  they  afiect  only  some  particular  com- 
modities, they  raise  the  prices  of  those  commodities,  and  are 
paid  by  the  consumer.  If  the  attempt  were  made  to  tax  all 
purchases  and  sales,  which,  however  absurd,  was  for  centuries 
the  law  of  Spain,  the  tax,  if  it  could  be  enforced,  would  be 
equivalent  to  a  tax  on  all  commodities,  and  would  not  affect 
prices :  if  levied  from  the  sellers,  it  would  be  a  tax  on  profits, 
if  from  the  buyers,  a  tax  on  consumption ;  and  neither  class 
could  throw  the  burthen  upon  the  other.  K  confined  to 
some  one  mode  of  sale,  as  for  example  by  auction,  it  dis- 
courages recourse  to  that  mode,  and  if  of  any  material 
amount,  prevents  it  from  being  adopted  at  all,  unless  in  a 
case  of  emergency ;  in  which  case  as  the  seller  is  under  a 
necessity  to  sell,  but  the  buyer  under  no  necessity  to  buy, 
the  tax  falls  on  the  seller ;  and  this  was  the  strongest  of  the 
objections  to  the  auction  duty :  it  almost  always  fell  on  a 
necessitous  person,  and  in  the  crisis  of  his  necessities. 

Taxes  on  the  purchase  and  sale  of  land  are,  in  most 
countries,  lia])le  to  the  same  objection.  Landed  property 
in  old  countries  is  seldom  parted  with,  except  from  reduced 
circumstances,  or  some  urgent  need :  the  seller  therefore, 
nmst  take  what  he  can  get,  while  the  buyer,  whose  object 
is  an  investment,  makes  his  calculations  on  the  interest 
which  he  can  obtain  for  his  money  in  other  ways,  and  will 
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not  buy  if  lie  is  charged  with  a  orovcrnment  tax  on  tlie  transae- 
tion.  It  lias  indeed  been  objeeted,  that  this  argument  would 
nut  apply  if  all  modes  of  permanent  investment,  such  as  the 
purchase  oi'  government  securities,  shares  in  joint-stock 
companies,  mortgages  and  the  like,  were  subject  to  the 
same  tax.  But  even  then,  if  paid  by  the  buyer,  it  would 
be  ecpiivalent  to  a  tax  on  interest :  if  sufficiently  heavy  to 
be  of  any  im])ortance,  it  would  disturb  the  established  relation 
between  interest  and  profit ;  and  the  disturbance  would 
redress  itself  by  a  rise  in  the  rate  of  interest,  and  a  fall  of 
the  i)rice  of  land  and  of  all  securities.  It  a[)pcars  to  me, 
therefoi'e,  that  the  seller  is  the  person  by  whom  such  taxes, 
unless  under  peculiar  circumstances,  will  always  be  borne. 

All  taxes  must  be  condemned  which  throw  obstacles  in 
the  way  of  the  sale  of  land,  or  other  instruments  of  produc- 
tion. Such  sales  tend  naturally  to  I'ender  the  property 
more  productive.  The  seller,  whether  moved  by  necessity 
or  choice,  is  probaldy  some  one  who  is  either  without  the 
means,  or  without  the  capacity,  to  make  the  most  advanta- 
geous use  of  the  property  for  j)roductive  purposes;  while 
the  buyer,  on  the  other  hand,  is  at  any  rate  not  needy,  and 
is  friMjuently  both  inclined  and  able  to  improve  the  property, 
since,  as  it  is  worth  more  to  such  a  person  than  to  any  other, 
he  is  likely  to  ollVr  the  highe>t  ja'ice  for  it.  All  taxes, 
thei'efore,  and  all  dithculties  and  expenses,  annexed  to 
such  conti'iicts.  are  decidedly  detrimental  ;  especially  in  the 
<-:i.-e  i»t'  hmd,  the  -ource  of  subsistence,  and  the  orii^inal 
touii*l:ilI«»n  nf  all  wealth,  on  the  iiii[>rovement  of  which, 
thcict'orc,  so  iiiiii'h  depends.  Too  great  facilities  cannot 
]»c  iri\cn  to  cna])lc  land  to  ]ta-,-  iiitc»  tlic  hands,  and  assume 
the  modes  ^A'  ai:i:;r«'i:ation  or  <livI>ioii,  rno-t  conducive  to  its 
pi'o<luctI\ciic-s.  If  l;UhK'(l  |.r<  >]M'ilic>  art'  too  hirge,  alienation 
>lioiiM  \)r  \'vt'\_\  in  order  tliat  thc\'  niav  l)e  subdivided;  if  too 
.-mall,  in  or<lcr  that  they  may  he  united.  All  taxes  on  the 
tI'all^f<•r  of  landed  ]»ro[u'rty  sliould  he  abolished  ;  but,  as  the 
laiidloid-  ha\e  no  claim  \^>  1m'  i*elIe\(Ml  lV<>m  anv  reservatio!i 

4' 

^•vllich  the  state  ha.-  hitherto  made  in  its  own  favour  from  the 
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amount  of  their  rent,  au  annual  impost  equivalent  to  the 
average  j)roduce  of  these  taxes  should  be  distributed  over  the 
land  generally,  in  the  form  of  a  land-tax. 

Some  of  tlie  taxes  on  contraets  are  very  pernicious,  im- 
posing a  virtual  penalty  upon  transactions  which  it  ought 
to  be  the  policy  of  the  legislator  to  encourage.  Of  this 
sort  is  the  stamp  duty  on  leases,  which  in  a  country  of 
laige  j>roperties  are  an  essential  condition  of  good  agricul- 
ture ;  and  the  tax  on  insurances  a  direct  discouragement 
to  prudence  and  forethought.  In  the  case  of  fire  insurances, 
the  tax  is  exactly  double  the  amount  of  the  premium  of 
insurance  on  common  risks ;  so  that  the  person  insuring  is 
obliged  by  the  government  to  pay  for  the  insurance  just 
three  times  the  value  of  the  risk.  If  this  tax  existed  in 
France,  we  should  not  see,  as  we  do  in  some  of  her  prov- 
inces, the  plate  of  an  insurance  company  on  almost  every 
cottage  or  hovel.  This,  indeed,  must  be  ascribed  to  the 
provident  and  calculating  habits  produced  by  the  dissemi- 
nation of  property  through  the  labouring  class :  but  a  tax  of 
so  extravagant  an  amount  would  be  a  heavy  drag  upon  any 
habits  of  providence. 

§  2.  Nearly  allied  to  the  taxes  on  contracts  are  those 
on  communication.  Tlie  principal  of  these  is  the  postage 
tax  ;  to  wliich  may  be  added  taxes  on  advertisements,  and 
on  newspapers,  which  are  taxes  on  the  communication  of 
infonnation. 

The  common  mode  of  levying  a  tax  on  the  conveyance 
of  letters,  is  by  making  the  government  the  sole  authorized 
carrier  of  them,  and  demanding  a  monopoly  price.  When 
this  price  is  so  moderate  as  it  is  in  this  country  under  the 
uniform  penny  postage,  scarcely  if  at  all  exceeding  what 
would  be  charged  under  the  freest  competition  by  any  pri- 
vate company,  it  can  hardly  be  considered  as  taxation,  but 
rather  as  the  profits  of  a  business  ;  whatever  excess  there  is 
abov6  the  ordinary  profits  of  stock  being  a  fair  result  of  the 
saving  of  expense,  caused  by  having  only  one  establishment 


Vid  one  i^  r,f  arrang^^iRents  for  the  ticbule  coDctry.  instead 
of  Kia.'iT  Wiini*tiiig  <an*s.  "ITie  bo^ineK.  too,  bein^  one 
«h>h  Iz-.tl.  'AD  ati'l  ',>tig!ii  I'l  l-e  cijn<?ncte»]  oii  f  xe>]  nil«,  is 
'jtjfc  of  th';  lew  biisitiesjes  «"}:ieh  it  U  D*"'t  cn^uitable  to  a 
^.v'jn.meiit  t'^  c'<rj(iijet.  T!:*r  j-jst  offit-e.  ilierefijre,  is  at 
pr'w.T.t  "ji":  nftht  fjfcst  of  the  s-.anes  fr-^m  wLk-L  this  fonn- 
Iry  fl'.Tiii*  its  rtvt-uae.  Eot  a  f-o^tagr;  maeh  est-teding 
what  Ufjiil'l  lie  pal'I  for  the  same  service  Id  a  svitem  of 
trwyl'ini,  i.i  not  a  rle^irable  tax.  It=  chief  wci^'lit  falls  oo 
J.rftur.i  of  buiiiit:^.-:,  BH'!  iiJCTeast-a  the  e.\i<-iiie  ot  mercautile 
relafion.^  b'tweon  distant  pla'-es.  It  is  like  an  attempt  to 
rfti^*!  a  lar:('--  r'.'voniic  hv  lieivv  tolls;  ii  oLstmcts  all  opera- 
lior.^-  t.y  vrWiuh  itiffin  are  eoiivt-ve'J  from  pla<-o  to  plac-e.  and 
di-foiirii;.'!.-;  th--  iiro'Iu'-tion  of  oomiiioiliiios  in  one  I'lace  for 
coriniiriijitJoij  in  anoiti'.-r;  wliic-h  is  not  oitlv  in  itself  one  of 
tli'i  {.TcJilcnt  eoiiiT'ts  of  ec'jnomv  of  lationr.  but  i^  a  neeessary 
fOfi'Iifioij  of  iiliiio.-t  all  Inn>riiVLnic-ms  in  ]iro<liictioii  and  one 
of  til''  "tntiigi^t  rrliinuhiiits  lu  iiiilu:-trv  and  iinunoters  of 
r\\i\]y.iA\t,\\. 

A  tii.v  on  advcrtif-f.munts  is  not  free  iVom  the  siime  objcc- 
tioii,  f-iiii-ii  ill  Mliiit»;ver  decree  ailvfrtiiwiiijiiis  are  nseful  to 
I. limine,,-.,  \,y  fii'-illtiiting  the  r-oniinj,'  tdjfuiln.'!'  of  the  dealer  or 
|pii^'lii'-'T  :iM'!  thi-  eonniinier,  in  that  same  degree,  if  the  tax 
hi'  lii;j;h  itinij^fh  Id  1(0  a  r-erioiis  disi-oiinigenient  to  advertis- 
Jii;.',  it  |in,|iiiii.'.i  till.'  |)er'i<i(i  dlirilii:  whieh  guilds  remain 
,111-1,1.1,  iM>i|  .-ii|,il;il  Ii"'k.-ii  iij.  in  iilluiii^s. 

A  iu\  on  tiru-piiper-  i^  'ilijci'linnaMe,  not  ;o  much 
uliiri'  il  i|i.i'H  r^ill  1I-,  \\)i'Ti-  il  ii.>i>  n.il.  that  is,  wlicre  it 
|.ri'uiii.^  ni'M.-inijJiTs  iViini  licinjj;  iiM'd,  To  the  generality 
..f  fhiihi-  uliii  l.iiy  ihi-m,  neM>j)ii[n'rfi  area  hixnrj-  which 
Mirv  iMii  lis  Mill  iillnrd  to  jiiiy  r-ir  ii*  any  other  imUilgenec, 
;oiii  whirh  i>  lis  iiiii ■^'■l'|ltil.llllMe  a  f->-\m'r.  of  revenue.  But 
In  llo>l  hii-e  (.all  .if  tlir  .■uiiiiTiuinly  will,  have  heen  taught 
til  ivi.d.  hul  )i;.ve  ivrrivrd  Hllir  <illier  iiit.'llei-tnal  edueation, 
lii'«B|ia]ii-fs  (H'e  llii'  siiiu'ci'  ul'  nearly  all  the  gpneral  informa- 
limi  whii'li  llii'y  ["issess,  ami  nf  neiirly  all  their  iicqiiaiiitance 
wilh  the  ideivs  imd  to^'ieR  enrreiit  amon^  maukiud  ;  and  an 
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interest  is  more  easily  excited  iu  newspapers,  than  in  books 
or  other  more  recondite  sources  of  instruction.  News- 
papers contribute  so  Uttlc,  in  a  direct  way,  to  the  origina- 
tiuii  of  useful  ideas,  that  many  persons  undervalue  the 
importance  of  their  office  in  disseminating  them.  Tliey 
forrect  many  prejudices  and  superstitions,  and  keep  up  a 
Iiiibit  of  discussion,  and  interest  in  public  concerns,  the 
absence  of  which  is  a  great  cause  of  the  stagnation  of  miud 
nsually  found  in  the  lower  and  middle,  if  not  iu  all,  ranks, 
of  those  countries  where  newspapers  of  an  important  or 
inU'restin^  character  do  not  exist.  There  ought  to  be  no 
taxes  which  render  this  great  diffuser  of  information,  of 
mental  excitement,  and  mental  exercise,  less  accessible  to 
that  portion  of  the  public  which  most  needs  to  be  carried 
into  a  region  of  ideas  and  interest  beyond  its  own  limited 
horizon. 


§  3.  In  the  enumeration  of  bad  taxes,  a  conspicuous 
]>Iiue  miist  be  afisigned  to  law  taxes;  which  extract  a 
revenue  for  the  state  from  the  various  operations  involved 
in  an  application  to  the  tribunals.  Like  all  needless  cxj^ienses 
Httaclied  to  law  proceedings,  they  arc  a  tax  on  redress,  and 
therefore  a  premium  on  injury.  Although  such  taxes  have 
been  abolished  in  this  country  as  a  general  source  of  reve- 
nue, they  still  exist  in  the  form  of  fees  of  court,  for  defray- 
ing the  expense  of  the  courts  of  jiistioe;  under  the  idea,- 
apparently,  that  those  may  fairly  be  required  to  bear  the 
expenses  of  the  administration  of  justice,  who  reap  the 
benefit  of  it.  Tlie  fallacy  of  tins  doctrine  was  powerfully 
cx|)OSod  by  Bentham.  As  he  remarked,  those  who  arc 
under  the  necessity  of  going  to  law,  are  those  who  benefit 
le;ist,  not  moj^t,  by  the  law  and  its  adniiui-tr.iti.ni.  To 
tiiem  the  protection  which  the  law  aflfunife  lioa  not  beeo 
complete,  since  they  have  been  obligf"" 
of  justice  to  ascertain  their  righli?,  o- 
against  infringement :  while  the  reir 
liavc  enjojod    the  immunity  from  ] 
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lau   arid    the    rnbunaU,  without  the  inconvenience   of  an 

appeal  to  them, 

r^  4.     B»-:«!e^  the  general  taxes  of  the  State,  there  are  in 

al!  '•:■  !j;o-t  ♦•"UTitri^^  hx;al  ta.xcs,  tu  defray  any  expenses  of 
a  j'liMic  nature  which  it  i^  thought  l»est  to  place  under  the 
<:o:.ir<A  or  manaL^em^.-nt  of  a  h»c-al  authoritv.  Some  of  these 
ex['en.-e^  aie  iii'urred  for  purj>o-es  in  which  the  particular 
lo -uliry  i-  rrv.h-Iy  ijv  ehicfly  iiiterc:»te<J  ;  as  the  paving,  cleans- 
in;/.  and  Vv^liUuir  of  the  r^trect:^ :  or  the  making  and  repair- 
ing of  n^ad-  and  bridge-,  which  may  be  ini{>ortant  to  people 
frr»rn  anv  i  art  uf  the  countrv.  but  •.)nlv  in  so  far  as  tliev,  or 
j^">>'\-  in  wh:r-]i  they  lla^e  an  interc:-t,  ]»ass  alung  the  roads 
or  over  the  l^ridj-c-.  In  r>t!icr  cases  again,  the  expenses  are 
of  a  kirjd  a-  nationally  imj-ortant  as  any  others,  but  are 
defray <'d  loc^illy  b»'cause  supposc<l  niore  likely  to  be  well 
administered  l>v  lo^-al  bodies;  as,  in  Enirland,  the  relief  of 
th*'  {loor  and  the  -upport  of  gaol^,  and  in  some  other  eoun- 
tjie-,  of  .-clion]-.  To  decide  for  what  public  objects  local 
suj^erintend<Tir-e  i-  l)e.-t  suited,  and  wliat  are  those  which 
bhould  be  kej)t  immediately  under  the  central  government, 
or  un<ler  a  nii\e-d  .-v-tem  of  local  management  and  central 
su]>ej-int<'ndt'nre.  i-  u  que.-ti<.»n  not  of  |»oliticaI  economy,  but  of 
adiiiini-tr;iti«.i).  It  i.-,  an  imjM.rtant  pi'incij)le,  however,  that 
taxe-  iiiii)o-<-d  bv  a  htcul  fuitlioi'itv,  bcin<i  less  amenable  to 
];u]>liriry  and  di-eu--inn  than  the  acts  of  the  government, 
-iiuiild  a]\\  :iy-  be  special — laid  on  f  ►r  some  definite  service, 
aiid  not  execfdln^r  the  expe]i<e  actually  incurred  in  render- 
iuL"  the  >erviee.  Thus  limited,  it  is  desirable,  whenever 
]>rart  i<':ilde,  tliat  the  l)Ui'(K'n  >liould  fall  on  those  to  whom 
tlir  -crviee  i<  i-eiidt'rcd  ;  that  the  (^xpens(\  for  instance,  of 
ro.id- and  bridL'"''-, -h<Mdd  i»edet*raved  1tv  a  toll  on  passenofers 
and  :j:<)(h1s  ci»n\  ('\  ed  bv  them,  tlius  (b*vidin<r  the  cost  between 
tho-f  who  n>e  them  ibr  pleasure  or  convenience,  and  the 
eon-nm<r>  of  thr  irood>  which  tliev  enable  to  be  brought  to 
an<l  fioin  th<*  market  at  a  dimini>hed  expense.  When, 
however,  the  tollr-  have  repaid  witli  interest  the  whole  of  the 
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expenditure,  the  road  or  bridge  Bhonld  be  thrown  open  free 
of  toll,  tliat  it  may  be  used  also  by  those  to  whom,  unless 
open  gratuitously,  it  would  be  valueless ;  provision  being 
made  for  repairs  either  from  the  funds  of  the  state,  or  by  a 
rate  levied  on  the  localities  which  reap  the  principal 
benefit. 

In  England,  almost  all  local  taxes  are  direct,  (the  coal 
duty  of  the  City  of  London,  and  a  few  similar  imposts, 
being  the  chief  exceptions,)  though  the  greatest  part  of  the 
taxation  for  general  purposes  is  indirect.  On  the  contrary, 
in  France,  Austria,  and  other  countries  where  direct  taxa- 
tion is  much  more  largely  employed  by  the  state,  tlie  local 
expenses  of  towns  are  principally  defrayed  by  taxes  levied 
on  commodities  when  entering  them.  These  indirect  taxes 
are  much  more  objectionable  in  towns  than  on  the  frontier, 
because  the  things  which  the  country  supplies  to  the  towns 
are  chiefly  the  necessaries  of  life  and  the  materials  of  manu- 
facture, while  of  what  a  country  imports  from  foreign  coun- 
tries, the  greater  part  usually  consists  of  luxuries.  An  octroi 
cannot  produce  a  large  revenue,  without  pressing  severely 
upon  the  labouring  classes  of  the  towns ;  unless  their  wages 
rise  proportionally,  in  which  case  the  tax  falls  in  a  great 
measure  on  the  consumers  of  town  produce,  whether  residing 
in  town  or  country,  since  capital  will  not  remain  in  the 
towns  if  its  profits  fall  below  their  ordinary  proportion  at 
compared  with  the  rural  districts. 


CHAPTER  VI. 

COMPARTSOy   BETWEEN   DIRECT   AND   INDIRECT  TAXATION. 

g  1.  Are  direct  or  indirect  taxes  the  most  eligible? 
Tills  questinii,  at  all  times  interesting,  lias  of  late  excited  a 
considerable  amount  of  discussion.  In  England  there  is  a 
]>oj)ular  feeling,  of  old  standing,  in  favour  of  indirect,  or  it 
should  rather  be  said  in  opj)osition  to  direct,  taxation.  The 
feeling  is  not  grounded  on  the  merits  of  the  case,  and  is 
of  a  puerile  kind.  An  Englishman  dislikes,  not  so  much 
the  ])aynK'nt  as  the  act  of  leaving.  lie  dislikes  seeing  the 
face  of  the  tax-collector,  and  being  subjected  to  his  peremp- 
tory demand.  Perhaps,  too,  the  money  which  he  is  recj[Uired 
to  pay  directly  out  of  his  pocket  is  the  onlv  taxation  which 
he  is  quite  sure  that  he  pays  at  all.  Tliat  a  tax  of  two  shil- 
lings per  ]^ound  on  tea,  or  of  three  shillings  per  bottle  on 
wine,  raises  tlie  })ri<-e  of  each  ])ound  of  tea  and  bottle  of  wine 
wlii'-li  he  rnii-umrs,  bv  that  and  more  than  that  amount, 
caiinnt  indeed  ]>e  denied;  it  i<  the  fact,  and  is  intended  to 
bf  >.►,  and  he  liiniselt'  at  times,  is  pei'fectly  aware  of  it; 
hut  it  makes  hardly  anv  inn>ression  on  his  ])ractical  feelincrs 
and  associations,  servinu*  to  ilbistiate  the  distinction  between 
what  is  meri'lv  known  to  be  true  and  what  is  felt  to  be  so. 
The  un])opularity  of  dirret  taxation,  contrasted  with  the 
<'asv  manner  in  whieh  thf  injblie  eon>ent  to  let  themselves 
Ik*  ileeced  in  tlie  j^riecs  of  commodities,  has  generated  in 
manv  tViends  of  impr(»vement  a  directly  oj)posite  mode  of 
thinking  to  the  foreg(»ing.  Th<iy  cunti^nd  that  the  very 
rea>on  whi«*h  makes  direct  taxation  disagreeable,  makes  it 
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preferable.  Under  it,  every  one  knows  how  much  he  really 
pays ;  and  if  he  votes  for  a  war,  or  any  other  expensive 
national  luxury,  he  does  so  with  his  eyes  open  to  what  it 
costs  him.  If  all  taxes  were  direct,  taxation  would  be  much 
more  perceived  than  at  present;  and  there  would  be  a 
security  which  now  there  is  not,  for  economy  in  the  public 
expenditure. 

Although  this  argument  is  not  without  force,  its  weight 
is  likely  to  be  constantly  diminishing.  The  real  incidence 
of  indirect  taxation  is  every  day  more  generally  miderstood 
and  more  familiarly  recognized  :  and  whatever  else  may  be 
said  of  the  changes  which  are  taking  place  in  the  tendencies 
of  the  human  mind,  it  can  scarcely,  I  think,  be  denied,  that 
things  are  more  and  more  estimated  according  to  their 
calculated  value,  and  less  according  to  their  non-essential 
accompaniments.  The  mere  distinction  between  paying 
money  directly  to  the  tax-collector,  and  contributing  the  same 
sum  through  the  intervention  of  the  tea-dealer  or  the 
wine-merchant,  no  longer  makes  the  whole  difference 
between  dislike  or  opposition,  and  passive  acquiescence. 
But  further,  while  any  such  infirmity  of  the  popular  mind 
subsists,  the  argument  grounded  on  it  ielh  partly  on  the 
otlier  side  of  the  question.  If  our  present  revenue  of  above 
seventy  miJlions  were  all  raised  by  direct  taxes,  an  extreme 
dissatisfaction  would  certainly  arise  at  having  to  pay  so 
much  ;  but  while  men's  minds  are  so  little  guided  by  reason, 
as  such  a  change  of  feeling  from  so  irrelevant  a  cause 
would  imply,  so  great  an  aversion  to  taxation  might  not 
be  an  unqualified  good.  Of  the  seventy  millions  in  question, 
nearly  thirty  are  pledged,  under  the  most  binding  obligations, 
to  those  whose  property  has  been  borrowed  and  spent  by 
the  state :  and  while  this  debt  remains  unredeemed,  a 
greatly  increased  impatience  of  taxation  would  involve  no 
little  danger  of  a  breach  of  faith,  similar  to  that  which, 
in  the  defaulting  states  of  America,  has  been  produced, 
and  in  some  of  them  still  continues,  from  the  same  cause. 
That  part,   indeed,   of  the  public  expenditure,   which  is 
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devoted  to  tlie  maintenance  of  civil  and  military  establish' 
ments,  (that  is,  all  except  the  interest  of  the  national  debt) 
afford:^  in  many  of  its  details,  ample  scope  for  retrenchmeiit. 
But  while  niuch  of  the  revenue  is  ^vasted  under  the  mere 
pretence  of  public  service,  so  much  of  the  most  important 
Inir-incss  of  government  is  left  undone,  that  whatever  can 
be  re-cued  from  useless  expenditure  is  urgently  required 
for  useful.  Whether  the  object  be  education;  a  more  effi- 
cient and  accessible  administration  of  justice ;  emigration 
and  colonization  ;  reforms  of  any  kind  which,  like  the  Slave 
Emancipation,  require  compensation  to  individual  interests; 
or  what  is  as  important  as  any  of  these,  the  entertainment 
of  a  sufficient  staff  of  able  and  educated  public  servants,  to 
conduet  iu  a  better  than  the  present  awkward  manner  the 
business  of  le<ri.-lation  and  administration  ;  everv  one  of  these 
things  implies  considerable  expense,  and  many  of  them  have 
again  and  again  been  prevented  by  the  reluctance  which 
existed  to  aj»ply  to  Parliament  for  an  incveased  grant  of  pub- 
lic money,  tliough  (besides  that  the  existing  means  would  be 
more  than  sufficient  if  applied  to  the  proper  purposes) 
the  cost  would  be  repaid,  ot'ten  a  hundred-fold,  in  mere 
pecuniary  advantaire  to  the  community  generally.  If  so 
great  an  arMItiou  wei'e  made  t«»  the  })ublic  dislike  of  taxa- 
tion as  miglit  be  the  consecjuenee  of  confining  it  to  the 
direct  f'trni.  tlie  chisses  who  jn'otit  by  the  misapplication  of 
jiublic  mniiry  iniiilit  probably  succeed  in  saving  that  bv 
•aIiIcIi  !J,<  y  vrnfit,  at  the  ex]»ense  of  that  which  would  only 
be  n-ct"ul  to  ilic  jiiiblic. 

'llh  re  i>,  however,  a  frequent  j'lea  in  su]>port  of  indirect 
taxation,  wliicli  mu-t  ]>c  alt'-i^ctlier  I'cjt'cted,  as  grounded 
Mil  a  fallacw  AVr  arc  olteii  t<>l<l  that  taxrs  on  commodities 
ai'r  ]<•--  biinlciiximc  tlian  other  ta\<s,  because  the  con- 
tril»ut<»i-  <'aii  (-(•a])c  I'jom  them  ]>v  cea^inu:  to  use  the  taxed 
«oiimi<.<lity.  lie  ecrtaiiily  can,  it' that  l>e  liis  object,  deprive 
the  L^overmneiit  of  the  moiie\'  ;  l»iit  he  do^s  ^o  bv  a  sacrifice 
ot'  his  own  in<liil<j:ences,  whicli  (it'  lie  chose  to  undergo  it) 
uouhl  .Mjiially  make  up  to  him   for   the  same  amount  taken 
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from  him  by  direct  taxation.  Suppose  a  tax  laid  on  wine, 
sufficient  to  add  five  pounds  to  the  price  of  the  quantity  of 
wine  which  he  consumes  in  a  year.  lie  has  only  (we  are 
told)  to  diminish  his  consumption  of  wine  by  5/.,  and  he 
escapes  the  burden.  True :  but  if  the  5/.,  instead  of  being 
laid  on  wine,  had  been  taken  from  him  by  an  income-tax, 
lie  could,  by  exi)ending  51.  less  in  wine,  equally  save  the 
amount  of  the  tax,  so  that  the  difference  between  the  two 
cases  is  really  illusory.  If  the  government  takes  from  the 
contributor  five  pounds  a  year,  whether  in  one  way  or 
another,  exactly  that  amount  must  be  retrenched  from  his 
consumption  to  leave  him  as  well  off  as  before;  and  in 
either  w  ay  the  same  amount  of  sacrifice,  neither  more  nor 
less,  is  imposed  on  him. 

On  the  other  hand,  it  is  some  advantage  on  the  side  of 
indirect  taxes,  that  what  they  exact  from  the  contributor  is 
taken  at  a  time  and  in  a  manner  likely  to  be  convenient  to 
him.  It  is  paid  at  a  time  when  he  has  at  any  rate  a  pay- 
ment to  make ;  it  causes,  therefore,  no  additional  trouble, 
nor  (unless  the  tax  be  on  necessaries)  any  inconvenience  but 
what  is  inseparable  from  the  payment  of  the  amount.  lie 
can  also,  except  in  the  case  of  very  perishable  articles, 
select  his  own  time  for  laying  in  a  stock  of  the  commodity, 
and  consequently  for  payment  of  the  tax.  The  producer 
or  dealer  who  advances  these  taxes,  is,  indeed,  sometimes 
subjected  to  inconvenience ;  but,  in  the  ease  of  imported 
goods,  this  inconvenience  is  reduced  to  a  minimum  by  what 
is  called  the  Warehousing  System,  under  which,  instead  of 
paying  the  duty  at  the  time  of  importation,  he  is  only  re- 
quired to  do  so  when  he  takers  out  the  goods  for  consumption, 
which  is  seldom  done  until  he  has  either  actually  found,  or 
has  the  prospect  of  immediately  finding,  a  purchaser. 

The  strongest  objection,  however,  to  raising  the  whole 
or  the  greater  part  of  a  large  revenue  by  direct  taxes,  is 
the  impossibility  of  assessing  them  fairly  without  a  conscien- 
tious co-operation  on  the  part  of  the  contributors,  not  to  be 
l)o]>ed  for  in  the  present  low  state  of  public  morality. 
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the  case  of  an  income-tax,  we  have  already  seen  that  unless 
it  be  found  j)ractical)le  to  exempt  savings  altogetlier  from 
the  tax,  the  hurthen  cannot  be  apportioned  with  any  tolera- 
ble a|)prn;ich  to  fairncj^s  upon  those  whose  incomes  are  de- 
rived from  business  or  professions  ;  and  this  is  in  fact  ad- 
mitted l)v  most  of  the  advocates  of  direct  taxation,  who, 
I  am  afraid,  generally  get  over  the  difficulty  by  leaving 
those  classes  untaxed,  and  confining  their  projected  in- 
come-tax to  "  realized  pi'operty,''  in  wliich  form  it  certainly 
has  tlie  merit  ot'  beiiii:c  ^  verv  easv  form  of  plunder. 
]>ut  enougli  has  been  said  in  condemnation  of  this  expe- 
dient. AVe  have  seen,  however,  that  a  huuse-tax  is  a  form 
of  direct  taxati(Hi  not  liable  to  the  same  objections  as  an 
income-tax,  and  iiidce<l  liable  to  as  few  objections  of  any 
kind  as  }>erliai)S  any  of  our  indirect  taxes.  J>ut  it  would  be 
impossible  to  raise,  by  a  house-tax  alone,  the  greatest  part 
of  the  revenue  of  Great  l>ritain,  without  pi'oducing  a  very 
obje<'tionable  ovtM'-crowdiiig  of  the  ])0])ulation,  through  the 
stroiiM-  iiH^tive  which  all  ])ersons  would  have  to  avoid  the 
tax  bv  restrict inic  tlieir  house  accommodation.  Besides, 
even  a  house-tax  has  inequalities,  and  consequent  injustices; 
n(>  tax  is  exempt  f'ntui  tlieiu,  and  it  is  neither  just  nor  j)olitic 
to  make  all  tin/  iiic(jiialities  fall  in  the  same  places,  hx  calling 
upon  one  tax  to  detVay  tlie  whole  or  the  chief  |)art  of  the 
jnibllc  cxpcii'liture.  So  mucli  of  the  local  taxation,  in  this 
country.  hciiiLi'  ah-cady  in  tlu'  form  of  a  house-tax,  it  is  pro- 
Ital-li'  tliMt  t«-n  III  ill im! IS  a  \  rar  \v<>uM  be  fully  as  much  as  could 
iMiiciiciallv   be    levied,  ilirniii:-])    this   medium,  for  general 

pll?-[)o-('>. 

A  eei'talii  aiii<»init  «tt're\(Mnie  may,  as  ^ve  have  seen,  be 
•  'bt;iiin-(l  witliMut  iiijii-tiee  by  ;i  peculiar  tax  on  rent. 
l»e-i.lc-  file  j.ri'^riit  laii'l-tax,  aiid  ail  e([ui\'alent  for  the 
rexcniic  ii'iw  <lef:\aM]  rr'»!ii  -tamp  'linle-ou  the  conveyance 
of  laial.  -<'iin'  rni'tlnr  laxati'-n  mii!lit,  I  lia\'e  contended,  at 
.'-'•mr  I'litiir-'  [u'ri-MJ  In-  iiiip(»-e<l,  to  enable  the  state  to  ]>ar- 
li<'ipat.'  in  tIk'  pr* •|_rr(->i\  e  increa-e  ot  the  incomes  of  land- 
lords  iVom    natui'al   can>e>.      LcL'^acies  and    inheritances,  we 
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liHve  also  fcieen,  ought  to  be  subjected  to  taxation  sufficient 
to  yield  a  considerable  revenue.  With  these  taxes,  and  a 
huusc-tax  of  suitable  amount,  we  should,  I  think,  have 
readied  the  prudent  limits  of  direct  taxation,  save  in  a 
national  emergency  so  urgent  as  to  justify  the  government 
in  disregarding  the  amount  of  inequality  and  unfairness 
which  may  ultimately  be  found  inseparable  from  an  income- 
tax.  The  remainder  of  the  revenue  would  have  to  be  pro- 
vided by  taxes  on  consumption,  and  the  question  is,  which 
of  these  are  the  least  objectionable. 

g  2.  Tliere  are  some  forms  of  indirect  taxation  which 
must  be  peremj)torily  excluded.  Taxes  on  commodities,  for 
revenue  purposes,  must  not  operate  as  protecting  duties, 
but  nuist  be  levied  impartially  on  every  mode  in  which  the 
articles  can  be  obtained,  whether  produced  in  the  country 
itself,  or  imported.  An  exclusion  must  also  be  put  upon  all 
taxes  on  the  necessaries  of  life,  or  on  the  materials  or  instni- 
ments  eniployed  in  producing  those  necessaries.  Such 
taxes  are  always  liable  to  encroach  on  what  should  be  left 
untaxed,  the  incomes  barely  sufficient  for  healthful  exist- 
ence ;  and  on  the  most  favourable  sup|)osition,  namely,  that 
wjiges  rise  to  compensate  the  labourers  for  the  tax,  it  oper- 
ates as  a  peculiar  tax  on  profits,  which  is  at  once  unjust, 
and  detrimental  to  national  wealth.*  What  remain  are 
taxes  on  luxuries.  And  these  have  some  properties  which 
strongly  recommend  them.  In  the  first  place,  they  can 
never,  l)y  any  ^xjssibility,  touch  those  whose  whole  income 
is  expended  on  necessanes ;  while  they  do  reach  those  by 

•  Sonio  arp«e  tliat  the  materials  and  instruments  of  all  pro<luction  should 
Ix?  exempt  fwm  taxation ;  but  these,  when  they  do  not  enter  into  the  production 
of  iiccessariefl,  s<.»em  as  proper  subjects  of  taxation  as  the  finished  article.    It  is 
chioflv  with  reference  to  foreign  trade,  that  such  taxes  have  been  considered  in- 
jurious.    Internationally  speaking,  they  may  be  looked  upon  as  export  dvl 
niiii,  uiilt>ii8  in  cases  in  which  an  ex|>ort  duty  is  advisable,  they  should  be  1 
p.'iiiied  with  an  equivalent  drawback  on  exportation.     But  there  is  no  s 
rea^jn  against  taxing  the  materials  and  instruments  used  in  the  prO( 
Mnyihing  which  is  itself  a  fit  object  of  taxation. 
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whom  what  is  required  for  necessaries,  is  expended  on  in- 
dulgences. In  the  next  place,  they  operate  in  some  eases  as 
an  useful,  and  the  only  useful,  kind  of  sumptuary  law.  I 
disclaim  all  asceticism,  and  bv  no  means  wish  to  see  dis- 
couragcd,  either  by  law  or  opinion,  any  indulgence  (consis- 
tent with  the  means  and  obligations  of  the  person  using  it) 
which  is  sought  from  a  genuine  inclination  for,  and  enjoy- 
ment of,  the  thing  itself;  but  a  great  portion  of  the  expense 
of  the  liigher  and  middle  classes  in  most  countries,  and  the 
greatest  in  this,  is  not  incurred  for  the  sake  of  the  pleasure 
atiorded  by  the  things  on  which  the  money  is  spent,  but 
from  regard  to  opinion,  and  an  idea  that  certain  expenses 
are  ex}>ecte(I  from  them,  as  an  appendage  of  station  ;  and  I 
cannot  but  think  that  expenditure  of  this  sort  is  a  most 
desirable  subject  of  taxation.  If  taxation  discourages  it, 
some  good  is  done,  and  if  not,  no  harm  ;  for  in  so  far  as 
taxes  are  levied  on  things  which  are  desired  and  possessed 
from  motives  of  this  description,  nobody  is  the  worse  for 
them.  When  a  thing  is  bought  not  for  its  use  but  for  its 
eostliness,  eheapiiecss  is  no  recommendation.  As  Sismondi 
remarks,  the  conse(juence  of  cheapening  articles  of  canity, 
is  not  that  less  is  expended  on  sueh  things,  but  that  the 
buyers  substitute  tor  the  clieajjenL'd  article  some  other  wliieh 
is  more  costly,  or  a  more  elal)onite  (juality  of  the  same 
tliinir :  and  a>^  the  inferior  quality  an.^wcred  the  purpose  of 
vaiiitv  ('.iiially  wrll  when  it  was  ecpially  expensive,  a  tux  on 
tlie  ntirle  is  leally  j»al<l  by  n<»])ody  :  it  is  a  creation  of  pub- 
lic revenue  I'V  which  nohodv  lo>es." 


•  "  \N  I'll-  we  to  -.iijijKi-..'  (li:if  iliarip  iii'l-  '  ouM  (uih  1m'  jn'ocunMl  from  one 
I' II  rii'ilar  ;i!iil  'li-fafit  (•oiiiili\,  aii'l  |i-mi1-  Iimhi  aiidilxT,  and  wciM'tlu'  l)ro<hioe 
"t  til''  iii'mc<  ill  tli<'  InriiitT,  aii'l  nt  the  li-liiT\  iii  thr  laTtrr,  tVoin  llie  operation 
(•I  i.ituial  caii-'^.  III  l.iTMiiir  il(nilil\  ilillicnll  \n  |ii(i(aiii',  the  clVcct  would  niert'lv 
'■■'  '!iat  ill  liiiii'  liair  till'  <j'lalifit\  "t  liiaMuMi'!-  and  JiimjI^  woidd  l»C'  SUlVu'ieilt  tO 
iiii'k  I  (■■■rlaiii  i>[)mI''Ii(  "•  and  rank,  fliif  i'  li  id  li>-ri.ri'  lirrii  ii('<-t".-sarv  to  oiiiplov 
!'»•  fliif  [iMijio-.'.  I  111-  -aiuf  <|ninrii\  *>\  'j"\\.  i>y  -(.inf  ('"iiiiiirnlit v  roducihlc  at 
1;>''  f"  !  d'oni-.  wiiuld  1m'  rii|uiiid  (<>  piodiH"'  lln'  trnw  irducfd  aiiioinit,  as  the 
I"iiipi  liiL^'T  aiMiHint.  Wiic  di.'  diHi-uIiv  itiii  rpo-cd  liv  (lie  fci^ulatioiis  of 
VvMdi'i'i-^ \\   roidd     Iliak-'    h'«    dill-  1  tiir"'    lo    tilt.'  lillK'.ss    of    ihcSO 
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§  3.  In  order  to  reduce  as  much  as  possible  the  incon- 
veniences, and  increase  the  advantages,  incident  to  taxes  on 
commodities,  the  following  are  the  practical  rules  which 
suggest  themselves.  1st.  To  raise  as  large  a  revenue  as 
conveniently  may  be,  from  those  classes  of  luxuries  which 
liave  most  connection  with  vanity,  and  least  with  positive 
enjoyment ;  such  as  the  more  costly  qualities  of  all  kinds  of 
personal  equipment  and  ornament.  2dly.  Whenever  possi- 
ble, to  demand  the  tax,  not  from  the  producer,  but  directly 
from  the  consumer,  since  when  levied  on  the  producer  it 
raises  the  price  always  by  more,  and  often  by  much  more, 
than  the  mere  amount  of  the  tax.  Most  of  the  minor  as- 
sessed taxes  in  this  country  are  recommended  by  both  these 
considerations.  But  with  regard  to  horses  and  carriages, 
as  there  are  many  persons  to  whom,  from  health  or  consti- 
tution, these  are  not  so  much  luxuries  as  necessaries,  the  tax 
paid  by  those  who  have  but  one  riding  horse,  or  but  one 
carriage,  especially  of  the  cheaper  descriptions,  should  be 
low  ;  while  taxation  should  rise  very  rapidly  with  the  num- 
ber of  horses  and  carriages,  and  with  their  costliness.    3dly. 

articles  to  serve  the  purposes  of  Tanity.**  Suppose  that  means  were  discovered 
when*by  the  physiological  process  which  generates  the  pearl  might  be  induced 
ad  libitum,  the  result  being  that  the  amount  of  laboor  expended  in  procuring 
each  pearl,  came  to  be  only  the  five  hundredth  part  of  what  it  was  before.  **  The 
ultimate  effect  of  such  a  change  would  depend  on  whether  the  fishery  were  free 
or  not.  Wore  it  free  to  all,  as  pearls  could  be  got  simply  for  the  labour  of  fish- 
ing for  them,  a  string  of  them  might  be  had  for  a  few  pence.  The  very  poorest 
class  of  society  could  therefore  afford  to  decorate  their  persons  with  them.  They 
would  thus  soon  become  extremely  vulgar  and  unfashionable,  and  so  at  last 
valueless.  If  however  we  suppose  that  instead  of  the  fishery  being  free,  the 
lcgii*lator  owns  and  has  complete  command  of  the  place,  where  alone  pearls  are 
to  be  procured ;  as  the  progress  of  discovery  advanced,  he  might  impose  a  duty 
on  them  equal  to  the  diminution  of  labour  necessary  to  procure  them.  They 
would  then  be  as  much  esteemed  as  they  were  before.  What  simple  beauty 
they  liave  would  remain  unchanged.  The  difficulty  to  be  surmounted  in  order 
to  o>)tain  them  would  be  difl'erent,  but  equally  great,  and  they  would  therefore 
equally  serve  to  mark  the  opulence  of  those  who  possessed  them."  The  net 
revenue  obtained  by  such  a  tax  **  would  not  cost  the  society  anything.  If  not 
ahmted  in  its  application,  it  would  be  a  clear  addition  of  so  much  to  the  resources 
»f  the  community." — Rae,  Aew  Principles  of  Political  Economy,  pp.  30^71. 
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But  as  tlie  only  indirect  taxes  ^^liich  yield  a  larffe  revenue 
arc  those  wliicli  ikll  on  articles  of  universal  or  very  general 
consumption,  and  as  it  is  therefore  necesssary  to  have  some 
taxes  on  real  luxuries,  that  is,  on  things  which  aflbrd  pleas- 
ure in  tlieniselves,  and  are  valued  on  that  account  rather 
than  for  their  cost  ;  these  taxes  should,  if  possible,  be  so  ad- 
justed as  to  fall  with  the  same  proportional  weight  on  small, 
on  moderate,  aiul  on  laroc  incomes.  This  is  not  an  easv 
matter  ;  since  the  things  which  are  the  subjects  of  the  more 
productive  taxes,  are  in  proportion  more  largely  consumed 
by  the  ])oorer  members  of  the  community  than  by  the  rich. 
Tea,  coffee,  sugar,  tobacco,  fermented  di'inks,  can  hai'dly  be 
>o  taxed,  thnt  the  ]>oi»r  shall  not  bear  more  than  their  due 
share  of  tile  burthen.  Something  might  be  done  by  making 
the  <luty  on  the  superior  qualities,  which  are  used  by  the 
richer  consumers,  nnich  higher  in  proportion  to  the  value, 
(instead  of  much  lower,  as  is  almost  universally  the  practice 
under  the  ])resent  English  system) ;  luit  in  some  cases  the 
difliciiltv  o(  at  all  adiustinu'  the  dutv  to  the  value,  so  as  to 
prevent  eva.-ion,  is  t^aid,  with  what  truth  I  know  not,  to  be 
iiisu])c'riil)le  ;  so  that  it  is  thought  necessary  to  levy  the 
^ame  fixed  duty  on  all  the  (jualities  alike:  a  llagrant  injust- 
ice to  tlu;  poorer  class  of  contributors,  unless  c(>m[)ensated 
l)V  the  rxir-tence  of  uthur  taxcr.  from  which,  as  from  the 
prcM'jit  ini'onic-tax,  they  are  aUogether  exempt.  4thly.  As 
far  a-  I>  con-i-ltiit  with  the  preceding  rules,  taxation  should 
rathci"  be  i-MUcciitrnti  d  on  a  I'cw  ai'ticles  than  diffused  over 
niaiiv,  in  'ii-ihr  \]\;\\  tlic  cxixhsl--  of  collection  mav  l)e 
>iiialhi\  and  tliat  as  tcw  cnij»]i»y]nciits  as  po>sible  may  be 
ltuilhcii>oniel  V  and  vc\atinii>l\  iiiltil'ci-cd  with.  5thlv. 
AniMii^"  luMirio  of  i!<iicr.'il  ccn-mnpl  inn,  taxation  should  bv 
prctrrtiicc  attacli  il-fll*  t**  :-t  inmhiiil -.  I)c<-aii-c  these,  though 
in  thciii-»I  \  (■-  a>  Ir^it  inialc  in^lnlgciicr-  a>  any  others,  are 
niorr  liiiMc  than  nio-t  otlici->  t<>  l>e  uxmI  in  excess,  so  that 
the  <-li«('k'  to  (•(tii.-iini]»t  ion.  natiii"all\  ari>ini:-  from  taxation, 
i-  <'n  tin-  wliolr  littler  applii^d  to  them  than  to  (»ther  things. 
♦iilily.   A-  t:ii-  :i-  ntlier  consideration-  pei'init.  taxation  should 
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be  confined  to  imported  articles,  since  these  can  be  taxed 
with  a  less  degree  of  vexatious  interference,  and  with  fewer 
incidental  bad  effects,  than  when  a  tax  is  levied  on  the  field 
or  on  the  workshop.  Custom  duties  are,  casteris  painfyus^ 
nnicii  less  objectionable  than  excise  :  but  they  must  be  laid 
only  on  things  which  either  cannot,  or  at  least  will  not,  be 
])rodiiced  in  the  country  itself;  or  else  their  production  there 
must  be  prohibited  (as  in  England  is  the  case  with  tobacco,) 
or  subjected  to  an  excise  duty  of  equivalent  amount.  7thly. 
Xo  tax  ought  to  be  kept  so  high  as  to  furnish  a  motive  to 
its  evasion,  too  strong  to  be  counteracted  by  ordinary  means 
of  prevention :  and  especially  no  commodity  should  be  taxed 
so  highly  as  to  raise  up  a  class  of  lawless  characters, 
smugglers,  illicit  distillers,  and  the  like. 

Of  the  excise  and  custom  duties  lately  existing  in  this 
country,  all  which  are  intrinsically  unfit  to  form  part  of  a 
good  system  of  taxation,  have,  since  the  last  reforms  by 
Mr.  Gladstone,  been  got  rid  of.  Among  these  are  all  duties 
on  ordinary  articles  of  food,  whether  for  human  beings  or 
for  cattle ;  those  on  timber,  as  falling  on  the  materials  of 
lodging,  which  is  one  of  the  necessaries  of  life  ;  all  duties  on 
the  metals,  and  on  implements  made  of  them  ;  taxes  on 
soap,  which  is  a  necessary  of  cleanliness,  and  on  tallow,  the 
material  both  of  that  and  of  some  other  necessaries  ;  the  tax 
on  paper,  an  indispensable  instrument  of  almost  all  business 
and  (►f  most  kinds  of  instruction.  The  duties  which  now 
vield  nearlv  the  whole  of  the  customs  and  excise  revenue, 
those  on  sugar,  coflTee,  tea,  wine,  beer,  spirits,  and  tobacco, 
are  in  themselves,  where  a  large  amount  of  revenue  is  neces- 
sary, extremely  proper  taxes  ;  but  at  present  grossly  unjust, 
from  the  disproportionate  weight  with  which  they  press  on 
the  poorer  classes  ;  and  some  of  them  (those  on  spirits  and 
tobacco)  are  so  high  as  to  cause  a  considerable  amount  of 
smuggling.  It  is  probable  that  most  of  these  taxes  might 
l)ear  a  great  reduction  without  any  material  loss  of  reve- 
nue. In  what  manner  the  finer  articles  of  manufacture, 
consumed  by  the  rich,  might  most  advantageously  be  taxed, 
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1  innBt  leave  to  be  decided  by  those  who  have  the  requisite 
practical  knowledge.  The  difficulty  would  be,  to  effect  it 
without  an  in  admissible  degrcj  of  iiiteri'erence  with  produc- 
tion. In  couutriea  which,  like  the  United  States,  import 
the  principal  part  of  the  finer  manufactures  which  tlicy  con- 
Bume,  there  is  little  difficulty  in  the  matter :  and  even  where 
nothing  is  imported  but  the  raw  material,  that  may  be 
taxed,  especially  the  qualities  of  it  which  are  exclusively 
employed  for  the  fabrics  used  by  the  richer  class  of  con- 
sumers. Thus,  in  England  a  high  custom  duty  on  raw  silk 
would  be  consistent  with  principle;  and  it  might  perhaps 
be  practicable  to  tax  the  finer  qualities  of  cotton  or  linen 
^■arn,  whether  spun  in  the  country  itself  or  imported. 
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§  1.  The  question  must  now  be  considered,  how  far  it 
is  right  or  expedient  to  raise  money  for  the  purposes  of  gov- 
ernment, not  by  laying  on  taxes  to  the  amount  required, 
but  by  taking  a  portion  of  the  capital  of  the  country  in  the 
form  of  a  loan,  and  charging  the  public  revenue  with  only 
the  interest.  Nothing  needs  be  said  about  providing  for 
temporary  wants  by  taking  up  money ;  for  instance,  by  an 
issue  of  exchequer  bills,  destined  to  be  paid  off,  at  furthest 
in  a  year  or  two,  from  the  proceeds  of  the  existing  taxes. 
This  is  a  convenient  expedient,  and  when  the  government 
does  not  possess  a  treasure  or  hoard,  is  often  a  necessary 
one,  on  the  occurrence  of  extraordinary  expenses,  or  of  a 
temporary  failure  in  the  ordinary  sources  of  revenue.  What 
we  have  to  discuss  is  the  propriety  of  contracting  a  national 
debt  of  a  permanent  character ;  defraying  the  expenses  of  a 
war,  or  of  any  season  of  difficulty,  by  loans,  to  be  redeemed 
either  very  gradually  and  at  a  distant  period,  or  not  at  all. 

Tliis  question  has  already  been  touched  upon  in  the  First 
Book.*  We  remarked,  that  if  the  capital  taken  in  loans  is 
abstracted  from  funds  either  engaged  in  production,  or  des- 
tined to  be  employed  in  it,  their  diversion  from  that  purpose 
is  equivalent  to  taking  the  amount  from  the  wages  of  the 
labouring  classes.  Borrowing,  in  this  case,  is  not  a  substi- 
tute for  raising  the  supplies  within  the  year.  A  government 
which  borrows  does  actually  take  the  amount  within  the 

*  Supra,  Tol.  i.  pp.  UO-U. 
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year,  and  that  too  by  a  tax  exclusively  on  the  labouring 
classes :  than  whicli  it  could  liave  done  nothing  worse,  if 
it  had  sn inched  its  wants  l)y  avowed  taxation  ;  and  in  that 
case  the  tninsaetion,  and  its  evils,  would  have  ended  with 
the  enieru'eney  ;  while  by  the  circuitous  mode  adoj^ted,  the 
vnliie  exacted  from  the  labourers  is  cjained,  not  bv  the  state, 
but  by  the  employers  of  lalwur,  the  state  remaining  charged 
witli  the  debt  besides,  and  with  its  interest  in  perpetuity. 
The  svstem  of  v>ul)lie  loans,  in  sueh  circumstances,  inav  be 
])r()nounced  tlie  very  worst  which,  in  the  i)resent  state  of 
civilization,  is  still  included  in  the  catalogue  of  financial  ex- 

IKMlifUts. 

Wt'  however  remarked  that  thei'c  are  other  eireum- 
staiiccs  in  w  hich  loans  are  not  chargeal)le  with  these  perni- 
cifMis  con>c<|iicnccs :  namely,  fir.-t,  when  what  is  borrowed  is 
foreign  ca}»ital,  the  overflowings  of  the  general  acciimiila- 
tioii  of  the  world  ;  or,  secondly,  when  it  is  capital  which 
either  would  not  have  been  saved  at  all  unless  this  mode  of 
investment  had  been  open  to  it,  or  after  being  saved,  woiiKl 
ha\e  been  wasted  in  un])roductive  enterprises,  or  sent  to 
seek  emj>loyment  in  foreign  eonntries.  When  the  proiirress 
(►f  aeeniiiiilalio!!  has  rednee(l  prolits  either  to  the  ultimate 
<»r  to  the  practical  minimum, — to  the  rate,  le-s  than  which 
w  niM  eifli'i'  put  a  >top  to  the  increa>e  ot'  capital,  or  send 
the  whole  nt'  the  new  accumulations  abroad;  government 
may  finnually  intercept  the<e  new  accumulations,  without 
tj-,  iirI;i:iM-  .)!i  the  e!iip1oym(Mit  or  waires  of  the  labouring 
.  ]a--c-  :n  'h«' c. Mint  ry  it-elf,  or  perl)a|>s  in  any  other  eountrv. 
To  ihi>  extent.  ilieiM-forc.  tlie  lo;in  <v<teni  mav  be  carried. 
\vith"nt  lii'iiig  li;i]>1e  t..  tli--  ntt»r*ni(|  pereniptorv  condemna- 
t'on  whi'  h  i-  (Jne  to  ji  wlu-ii  it  (.\  ri'p;i--»'-  tliis  limit.  AVhat 
i~  \\:i!it(<l  i-  ;iii  iiuli  \  to  (h't'Tniine  whether,  in  anv  ^-''iveu 
>'i"ie-  <>ryr:ir^,  ;t-  .liiiiii^'  tlie  la-t  gi'cat  war  f(tr  example,  the 
h'iNif   ha-  bcrii  exceeflffl  <  >r  n<  tt. 

Siieli  ;in  iihIcx  t\!-t-,  at  oiice  a  certain  and  an  obvious 
"lie.  I)i(l  the  ^•m\  tiaiiiiciit.  by  it>  loan  operations,  aui^meut 
the  rate  ot'  interest  '      If  it  only  opened  a  channel  for  capital 


A  NATIONAL  DEBT.  481 

which  would  not  otherwise  have  been  accumulated,  or 
which,  if  accumulated,  would  not  have  been  employed 
witliiu  the  country  ;  tliis  unplies  that  the  capital,  which  the 
government  took  and  expended,  could  not  have  found  em- 
ployment at  the  existing  rate  of  interest.  So  long  as  the 
loans  do  no  more  than  absorb  this  surplus,  they  prevent  any 
tendency  to  a  fall  of  the  rate  of  interest,  but  they  cannot 
occasion  any  rise.  Wlien  they  do  raise  the  rate  of  interest, 
as  they  did  in  a  most  extraordinary  degree  during  the 
French  war,  this  is  jxysitive  proof  that  the  government  is  a 
competitor  for  capital  with  the  ordinary  channels  of  produc- 
tive investment,  and  is  carrying  off,  not  merely  funds  which 
would  not,  but  funds  which  would,  have  found  productive 
employment  within  the  country.  To  the  full  extent,  there- 
fore, to  which  the  loans  of  government,  during  the  war, 
caused  the  rate  of  interest  to  exceed  what  it  was  before,  and 
what  it  has  been  since,  those  loans  are  chargeable  with  all 
the  evils  which  have  been  described.  If  it  be  objected  that 
interest  only  rose  because  profits  rose,  I  reply  that  this  does 
not  weaken,  but  strengthens,  the  argument.  If  the  govern- 
ment loans  produced  the  rise  of  profits  by  the  great  amount 
of  capital  which  they  absorbed,  by  what  means  can  they  have 
had  this  effect,  unless  by  lowering  the  wages  of  labour?  It 
will  perhaps  be  said,  that  what  kept  profits  high  during  the 
war  was  not  the  drafts  made  on  the  national  ca|>ital  by  the 
loans,  but  the  rapid  progress  of  industrial  improvenieut«. 
Tliis,  in  a  great  measure,  was  the  fact ;  and  it  no  doubt  al- 
leviated the  hardship  to  the  labouring  classes,  and  made  the 
financial  system  which  was  pursued  less  actively  mischiev- 
ous, but  not  less  contrary  to  principle.  These  very  im- 
provements in  industry,  made  room  for  a  larger  amount  of 
capital ;  and  the  government,  by  draining  away  a  great  part 
of  the  annual  accumulations,  did  not  indeed  prevent  that 
capital  from  existing  ultimately,  (for  it  started  into  existence 
with  great  rapidity  after  the  peace,)  but  preven  1  it  from 
existing  at  the  time,  and  subtracted  just  so  much,  die  the 
war  lasted,  from  distribution  among  productive 
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If  the  government  had  abstained  from  taking  tliis  capital  by 
loan,  and  liad  allowed  it  to  reach  the  labourers,  but  liad 
raised  the  supplies  which  it  required  by  a  direct  tax  on  the 
laboui'ing  classes,  it  wouhl  have  produced  (in  every  respect 
but  the  expense  and  inconvenience  of  collecting  the  tax)  the 
^  erv  same  economical  effects  which  it  did  produce,  except 
that  we  should  not  now  have  had  the  debt.  The  course  it 
actually  touk  was  thereiore  \\oise  than  the  very  worst  mode 
which  it  could  possibly  have  adopted  of  raising  the  supplies 
within  the  year:  and  the  only  excuse,  or  justification,  which 
it  admits  of,  (>o  far  as  th.it  excuse  could  be  truly  pleaded)  was 
hard  necessity  ;  the  im})ossil)ility  of  raising  so  enormous  an 
annual  >uni  bv  taxatiun,  without  resortiuiic  to  taxes  which 
fr»»m  tliL'ir  odiousncss,  or  fi-(»m  the  facility  of  evasion,  it 
would  have  been  found  impracticable  to  enforce. 

When  government  loans  are  limited  to  the  overflowings 
of  the  national  capital,  or  to  those  accumulations  which 
would  not  take  place  at  all  unless  sulfered  to  overflow,  tliey 
are  at  least  not  liable  to  this  irrave  condemnation  :  thev  oc- 
ca>iou  no  ])ri\  ation  to  any  one  at  the  time,  except  by  the 
j»ayment  of  the  interest,  and  may  even  be  beneficial  to  the 
labourinLT  cla>s  durini;-  the  tci'm  of  their  exi)enditure,  bv 
eiiij'loyiii;::  in  the  direct  purchase  of  laboui',  as  that  of  soldiers, 
sailoj'-,  Arc,  fuixls  which  miuht  otherwise  liave  quitted  the 
c<»niitrv  alti>i:ether.  In  tlii>  cast'  thei'cforc  the  question  reallv 
i.-.  wli;it  it  i-  connnouly  >upp«tscd  to  be  in  all  cases,  namely,  a 
(•]i"i(  r  iM-twen  a  ;:'i"cat  sacriiiie  at  once,  and  a  small  one  in- 
(]<  liiiitcly  ]>roli)iii;r(l,  ()ii  this  mattei'  it  seems  rational  to 
think,  tliat  the  j-rudcnce  of  a  nation  will  dictate  the  same 
(•<»n<lii<-t  a>  the  pi'uilcnce  «>f  an  individual  ;  to  submit  to  as 
TiiiH'li  ot*  the  pri\"atl(>n  imnic<liately.  ;i>  rnu  easily  be  borne, 
aii'l  <>nl\-  when  any  furtlnr  burthen  would  distress  or  crip- 
ple tlieiM  1<M>  nincji,  to  ju'ovi<l('  tnr  tlie  remainder  V)y  niort- 
LiMuini:  tlit'lr  t'uture  income.  Tt  is  an  excellent  maxim  to 
ni:ik<'  pi'tx-nt  rc>(tur<'cs  sullice  W^v  ]»re>ent  wants;  the  future 
will  ]i:t\c  its  own  want.-  to  provide  for.  On  the  other  hand, 
it    niav   r(a>onablv   lie    taken    into   consideration    that    in    a 
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country  increaeing  in  wealth,  tlie  necessary  expenecs  of  gor- 
erumeiit  du  not  iucrea&e  in  the  eame  ratio  as  capital  or  pop- 
\itati<jti  ;  any  burthen,  therefore,  is  always  less  and  Ices  felt : 
and  since  those  extraordinary  expenBce  of  government  whicli 
are  fit  tu  be  incurred  at  all,  are  mostly  beneficial  beyond  the 
existing  generation,  there  is  no  injustice  in  making  posterity 
pay  a  part  of  tlie  price,  if  the  inconvenience  would  be  ex- 
treme of  defraying  the  whole  of  it  by  the  exertions  tuid 
eacriliceu  of  the  generation  which  first  incnrred  it. 

§  2.  When  a  country,  wisely  or  unwisely,  has  hur- 
tliened  ituelf  with  a  debt,  is  it  expedient  to  take  steps  for  re- 
deeming that  debt  ?  In  principle  it  is  impossible  not  to 
maintain  the  affirmative.  It  is  true  that  the  payment  of 
the  interoBt,  when  the  creditors  are  members  of  the  same 
commnnity,  is  uo  national  loss^  bnt  a  mere  transfer.  The 
transfer,  however,  being  compulsory,  is  a  serions  evil,  and 
t)ie  raising  a  great  extra  revenue  by  any  system  of  taxation 
necessitates  so  much  expense,  vexation,  disturbance  of  the 
channels  of  industry,  and  other  mischiefs  over  and  above 
the  mere  payment  of  the  money  wanted  by  the  government, 
that  to  get  rid  of  the  necessity  of  such  taxation  is  at  all 
times  worth  a  considerable  effort.  The  same  amount  of 
sacrifice  which  would  have  been  worth  incurring  to  avoid 
contracting  the  debt,  it  is  worth  while  to  incur,  at  any  sub- 
sequent time,  for  the  purpose  of  extinguishing  it. 

Two  modes  have  been  contemplated  of  paying  off  a  na- 
tional debt:  either  at  once  by  a  general  contribution,  or 
gradually  by  a  surplus  revenue.  The  first  would  be  incom- 
parably the  best,  if  it  were  practicable ;  and  it  would  be 
practicable  if  it  could  justly  be  done  by  assessment  on  prop- 
erty alone.  If  propei-ty  bore  the  whole  interest  of  the  debt, 
property  might,  with  great  advantage  to  itself,  pay  it  off; 
eitice  this  would  be  merely  surrendering  to  a  creditor  the 
principal  sum,  the  whole  annual  proceeds  of  which  were 
already  his  by  law;  and  would  t'C  t<iTnviilcut  lu  what  i 
landowner  does  when  he  sells  part  i<f  his  i%t«ti!t  M>  C 
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remainder  from  a  mortgage.  But  property,  it  needs  hardly 
be  said,  does  not  pay,  and  cannot  justly  be  required  to 
pay,  the  whole  interest  of  the  debt.  Some  indeed  affirm 
tliat  it  can,  on  the  plea  that  the  existing  generation  is  only 
bound  to  pay  the  debts  of  its  predecessors  from  the  assets  it 
has  received  from  them,  and  not  from  the  produce  of  its  own 
industry.  But  has  no  one  received  anytliing  from  previous 
generations  except  those  who  have  succeeded  to  property  ? 
Is  the  whole  diflcrence  between  the  earth  as  it  is,  with  its 
clearings  and  improvements,  its  roads  and  canals,  its  towTis 
and  manufactories,  and  the  earth  as  it  was  when  the  first 
human  being  set  foot  on  it,  of  no  benefit  to  any  but  those 
who  are  called  the  owners  of  the  soil  ?  Is  the  capital  accu- 
nnilated  by  the  labour  and  abstinence  of  all  former  genera- 
tions of  no  advantaire  to  any  but  those  who  have  succeeded 
to  the  legal  ownership  of  part  of  it  ?  And  have  we  not  in- 
herited a  mass  of  acquired  knowledge,  both  scientific  and 
em])iricab  due  to  the  sagacity  and  industry  of  those  who 
l»re<'ed('(l  us,  the  benefits  of  which  are  the  common  wealth 
of  all  ?  Those  who  are  born  to  the  ownership  of  property 
have,  in  addition  to  these  common  benefits,  a  separate  inher- 
itance, and  to  this  difference  it  is  right  that  advertence 
should  be  had  in  regidating  taxation.  It  belongs  to  the 
general  iiiunx-ial  svsteni  of  the  country  to  take  due  account 
<»f  this  principle,  and  I  have  indicated,  as  in  my  opinion  a 
jn'opcr  iikhIc  of  taking  account  of  it,  a  considerable  tax  on 
]<  i^-acics  aii<l  !iili<'i"itances.  Let  it  be  determined  directly  and 
ojMiily  ^^]laT  i>  «lii<-  tVom  ])r<)]KM'ty  to  the  state,  and  from  the 
^!ar('  to  pfojXMiy.  and  let  the  in>tituti<»ns  of  the  state  be  reg- 
nlatcil  jicc<.r'lini:ly.  AVIiatcvi'i*  i-  the  fitting  contribution 
tVoiri  jti-ojxrty  to  tlic  i:Tn«Tal  ••\peii>es  of  the  state,  in  the 
.-airir,  ainl  in  no  gr«'atci'  propoi't i< in  >liould  it  contribute 
to\\ai-'ls  ritlirr  tlic  interest  oi*  the  repaynient  of  the  national 

<lel)t. 

Tlii>,  liowfver,  it'  admitte*],  is  t'atal  to  aiiv  scheme  for  the 
extinction  of  tlie  (le])t  b\'  ji  u'eneral  as>essinent  on  the  com- 
niunity.      Per.-un.^  of  proj»erty  couM  pay  their  share  of  the 
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amount  by  a  sacrifice  of  property,  and  have  the  same  net 
income  as  before ;  but  if  those  who  have  no  accumulations, 
but  only  incomes,  were  required  to  make  up  by  a  single 
payment  the  equivalent  of  the  annual  charge  laid  on  them 
by  tlie  taxes  maintained  to  pay  the  interest  of  the  debt,  they 
could  only  do  so  by  incurring  a  private  debt  equal  to  their 
share  of  tlie  public  debt ;  while,  from  the  insufficiency,  in 
most  cases,  of  the  security  which  they  could  give,  the  inter- 
est would  amount  to  a  much  larger  annual  sum  than  their 
share  of  that  now  paid  by  the  state.  Besides,  a  collective 
debt  defrayed  by  taxes,  has  over  the  same  debt  parcelled 
out  among  individuals,  the  immense  advantage,  that  it  is 
virtually  a  mutual  insurance  among  the  contributors.  If 
the  fortune  of  a  contributor  diminishes,  his  taxes  diminish  ; 
if  he  is  ruined,  they  cease  altogether,  and  his  portion  of  the 
debt  is  wholly  transferred  to  the  solvent  members  of  the 
community.  If  it  were  laid  on  him  as  a  private  obligation, 
he  would  still  be  liable  to  it,  even  when  penniless. 

When  the  state  possesses  property,  in  land  or  otherwise, 
which  there  are  not  strong  reasons  of  public  utility  for  its 
retaining  at  its  disposal,  this  should  be  employed,  as  far  as 
it  will  go,  in  extinguishing  debt.  Any  casual  gain,  or  god- 
send, is  naturally  devoted  to  the  same  purpose.  Beyond 
this,  the  only  mode  which  is  both  just  and  feasible,  of  extin- 
guishing or  reducing  a  national  debt,  is  by  means  of  a  sur- 
plus revenue. 

§  3.  The  desirableness,  per  m,  of  maintaining  a  surplus 
for  this  purpose  does  not,  I  think,  admit  of  a  doubt.  We 
sometimes,  indeed,  hear  it  said  that  the  amount  should 
rather  be  left  to  "  fructify  in  the  pockets  of  the  people." 
This  is  a  good  argument,  as  far  as  it  goes,  against  levying 
taxes  unnecessarily  for  purposes  of  unproductive  expendi- 
ture, but  not  against  paying  off  a  national  debt.  For,  what 
is  meant  by  the  word  fructify  ?  If  it  means  anythiii|^  it 
means  productive  employment ;  and  as  an  argumcfnt 
taxation,  we  must  understand  it  to  assert,  that  if 
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were  left  witli  the  people  they  would  save  it,  and  convert  it 
into  capital.  It  is  prubahle,  indeed,  that  they  would  save  a 
part,  but  extremely  improbable  tliat  they  would  save  the 
whole  :  while  if  taken  by  taxation,  and  employed  in  paying 
off  dt'bt,  the  whole  is  saved,  and  made  productive.  To  the 
fundholder  who  I'eceives  the  payment  it  is  already  capital, 
not  revenue,  and  he  will  make  it  ''  fructify,''  that  it  may 
continue  to  afford  him  an  income.  The  objection,  therefore, 
is  not  onlv  <rroundlcs>,  but  the  real  arirument  is  on  the  other 
side  :  the  amount  is  much  more  certain  of  fructifying  if  it  is 
not  '^  left  in  the  pockets  of  the  people.'' 

It  is  not,  however,  advisable  in  all  cases  to  maintain  a 
surplus  revenue  for  the  extinction  of  debt.  The  advantaj^^e 
of  payini:"  off  the  national  debt  of  Great  Britain,  for  instance, 
is  thiit  it  would  enable  us  to  get  rid  of  the  worse  half  of  our 
taxation.  But  of  this  worse  half  some  portions  must  be 
worse  than  others,  and  to  get  rid  of  tho>e  would  be  a  greater 
beuofit  proportionally  than  to  get  rid  of  the  rest.  If  re- 
nouncing a  surplus  revenue  would  eiuible  us  to  dispense 
with  a  tax,  we  ouiiht  to  consider  the  verv  worst  of  all  our 
taxes  as  precisely  the  one  which  we  arc  keeping  up  for  the 
sake  of  ultimatelv  aboli>hinir  taxes  not  so  bad  as  itself.  In 
a  countrv  advanc-inii;  in  wealth,  who-c  increasing]:  revenue 
gives  it  the  power  of  ridding  itself  from  time  to  time  of  the 
most  inconvciiicjiit  ])ortions  of  its  taxation,  I  conceive  that 
thf  incrca-e  of  revenue  should  nither  l)e  disposed  of  bv  tak- 
ing  otT  taxe-,  than  by  liquidating  debt,  as  long  as  any  verv 
ol'jectiunaidt'  imposts  remain.  In  the  j)resent  state  of  Eng- 
jatid,  tln'ret<u'e,  T  hold  it  to  be  g(HMl  |)olicy  in  the  govern- 
ment, when  it  has  a  sur['lus  of  nn  aj>j>:ii'ently  permanent 
character,  to  take  otf  tM\<'->.  ]>i'()vi(le(]  tlic-e  are  rightly  se- 
lectc(l.  K\('n  wlieii  )i«>  ta\t'-  I'eniain  but  such  as  are  not 
iiiitit  to  form  ]>:irt  et'  m  pt  I'lnaiieiit  >y>tem.  it  is  wise  to  con- 
tinu(.'  tlie  -ame  }»o]i(y  by  experimental  rrdnctious  of  those 
taxrs,  until  tlie  jH.int  i- diseox  ere<]  at  wliieh  ji  given  amount 
ot'  i'rv<'iiue  can  be  raixd  with  tln'  smallest  |)i'cssure  on  the 
conti-ibutor>.      After    this,    such    .-urplus  revenue   as   might 
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arise  from  any  further  increase  of  the  produce  of  the  taxes, 
should  not,  I  conceive,  be  remitted,  but  applied  to  the  re- 
demption of  debt.  Eventually,  it  might  be  expedient  to  ap- 
])roi)riate  the  entire  produce  of  particular  taxes  to  this  pur- 
})Ose ;  since  there  would  be  more  assurance  that  the  liqui- 
dation would  be  persisted  in,  if  the  fund  destined  to  it  were 
kept  apart,  and  not  blended  with  the  general  revenues  of 
the  state.  The  succession  duties  would  be  peculiarly  suited 
to  such  a  purpose,  since  taxes  paid  as  they  are,  out  of  capi- 
tal, would  be  better  employed  in  reimbursing  capital  than 
in  defraying  current  expenditure.  If  this  separate  appro- 
priation were  made,  any  surplus  afterwards  arising  from  the 
increasing  produce  of  the  other  taxes,  and  from  the  saving 
of  interest  on  the  successive  portions  of  debt  paid  off,  might 
form  a  ground  for  a  remission  of  taxation. 

It  has  been  contended  that  some  amount  of  national  debt 
is  desirable,  and  almost  indispensable,  as  an  investment  for 
the  savings  of  tlie  poorer  or  more  inexperienced  part  of  the 
community.  Its  convenience  in  that  respecit  is  undeniable  ; 
but  (besides  that  tlie  progress  of  industry  is  gradually 
aflFording  other  modes  of  investment  almost  as  safe  and  un- 
troublesome,  such  as  the  shares  or  obligations  of  great  pub- 
lic companies)  the  only  real  superiority  of  an  investment  in 
the  funds  consists  in  the  national  guarantee,  and  this  could 
be  afforded  by  other  means  tlian  that  of  a  public  debt,  in- 
volving compulsory  taxation.  One  mode  which  would  an- 
swer the  purpose,  would  be  a  national  bank  of  deposit  and 
discount,  with  ramifications  throughout  the  country ;  which 
might  receive  any  money  confided  to  it,  and  cither  fund  it 
at  a  fixed  rate  of  interest,  or  allow  interest  on  a  floating  bal- 
ance, like  the  joint  stock  banks  ;  the  interest  given  being  of 
course  lower  than  the  rate  at  which  individuals  can  borrow, 
in  proportion  to  the  greater  security  of  a  government  invest- 
ment ;  and  the  expenses  of  the  establishment  being  defrayed 
by  the  diflferqpce  between  the  interest  which  the  bank 
would  pay,  and  that  which  it  would  obtain,  by  lending  its 
deposits  on  mercantile,  landed,  or  other  sccturity.    There  are 
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no  irsiiperalile  objeetions  in  principle,  nor,  I  ehoald  think, 
in  practice,  to  an  in^tihition  of  tlii?;  sort,  as  a  means  of  eup- 
plviiig  th.'  ^aniL-  convenient  Tnode  of  investment  now-  afford- 
ed hy  the  public  funds.  It  would  constitute  the  state  a 
gri'at  insurance  company,  to  insure  that  part  of  the  com- 
munity who  live  on  the  interest  of  their  property,  against 
the  risk  of  losing  it  by  the  bankruptcy  of  those  to  whom 
they  might  otherwise  he  under  the  necessity  of  confiding  it. 


CHAPTER  Vm. 

OF  THE  ORDINARY  FUNCTIONS  OF  GOVERNMENT,  CONSIDERED 
AS  TO  THEIR  ECONOMICAL  EFFECTS. 


§  1.  Before  we  discuss  the  line  of  demarcation  between 
the  things  with  which  government  should,  and  those  with 
which  they  should  not,  directly  interfere,  it  is  necessary  to 
consider  the  economical  effects,  whether  of  a  bad  or  of  a 
good  complexion,  arising  from  the  manner  in  which  they 
acquit  themselves  of  the  duties  which  devolve  on  them  in 
all  societies,  and  which  no  one  denies  to  be  incumbent  on 
them. 

The  first  of  these  is  the  protection  of  person  and  proper- 
ty. There  is  no  need  to  expatiate  on  the  influence  exer- 
cised over  the  economical  interests  of  society  by  the  degree 
of  completeness  with  which  this  duty  of  government  is  per- 
formed. Insecurity  of  person  and  property,  is  as  much  as 
to  say,  uncertainty  of  the  connexion  between  all  human 
exertion  or  sacrifice,  and  the  attainment  of  the  ends  for  the 
sake  of  which  they  are  undergone.  It  means,  uncertainty 
whether  they  who  sow  shall  reap,  whether  they  who  pro- 
duce shall  consume,  and  they  who  spare  to-day  shall  enjoy 
to-morrow.  It  means,  not  only  that  labour  and  frugality 
are  not  the  road  to  acquisition,  but  that  violence  is.  When 
person  and  property  are  to  a  certain  degree  insecure,  all  the 
possessions  of  the  weak  are  at  the  mercy  of  the  strong.  No 
one  can  keep  what  he  has  produced,  unless  he  is  more  oar 
pable  of  defending  it,  than  others  who  give  no  part  of 
time  and  exertions  to  useful  industry  are  of 
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him.  Tlie  j^rodiictive  classes,  therefore,  wlien  tlie  insecuritj 
surpasses  a  certain  ])oiiit,  being  unequal  to  tlieir  own  pro- 
tection ngainst  tlie  predatory  population,  are  obliged  to 
place  themselves  individually  in  a  state  of  dependence  on 
some  member  of  the  predatory  class,  that  it  may  be  his  in- 
terest to  shield  them  frjm  all  depredation  except  his  own. 
In  this  manner,  in  the  nn'ddle  ages,  allodial  property  gene- 
lally  became  feudal,  and  numbers  of  the  poorer  freemen 
voluntarily  made  themselves  and  their  posterity  serfs  of 
some  militarv  lord. 

Nevertheless,  in  attaching  to  this  great  requisite,  secu- 
rity of  ]»crson  and  ])roi)erty,  the  importance  which  is  justly 
due  to  it,  we  mu>t  not  forget  that  even  for  economical  pur- 
poses there  are  (jtlH'r  things  quite  as  indispensal)le,  the  pres- 
ence ot"  which  will  often  mak(?  up  for  a  very  considerable 
degree  of  imperfection  in  the  protective  arrangements  of 
government.  As  was  observed  in  a  previous  chapter,*  the 
free  cities  of  Italy,  Flanders,  and  the  Ilanseatic  league,  were 
habitnidlv  in  a  state  of  such  internal  turbulence,  varied  bv 
such  destrnctive  external  wars,  that  person  and  property 
enjoyed  vei'v  im])erfeet  protection  ;  yet  during  several  cen- 
turies they  inci-ensed  ra[>idly  in  wealth  and  j)ros]^erity, 
bronirht  nianv  nf  the  industrial  arts  to  a  hvA  de<j:ree  of  ad- 
vancemeiit,  enrried  on  di-tant  and  danirerous  vova^es  of  ex- 
ploration  and  cninmeree  with  extraordinary  success,  became 
an  overmnteli  in  ]u)\ver  foi-  the  greatest  feudal  lords,  and 
could  dcfriKl  thtin-elves  even  ngainst  the  sovei'eigns  of  Eu- 
r<>]H':  be<':ui-e  in  tlx-  midst  of  turmoil  and  violence,  the  citi- 
zens ot'  those  towns  eniove(l  a  ciM'tuin  rude  tVeedom,  under 
(■onditi<)ii<  of  union  and  (*o-npri*atio]i,  which,  taken  together, 
made  tliem  a  brave.  rjHML^ctic,  and  liig]i-s])irited  ])eople,  and 
I'l-ttTrd  a  ua"c;it  amount  of  piil'lic  --pii-it  and  patriotism. 
Tlic  pro-peril  \-  of  tlie>e  and  other  tree  states  in  a  lawless 
aire.  -h()\vs  that  a  <eitain  dej^i-ee  of  in>ecnritv,  in  some  com- 
]»iiiati<>n-  <>f  cii'(aiin>t;inees.  has  good  as  well  as  bad  effects, 
by    makinir  enerM-\-   jnal    practical    ability  the  conditions   of 
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Bafety.  Insecurity  paralyzes,  only  when  it  is  such  in  nature 
and  in  degree,  that  no  energy,  of  which  mankind  in  general 
arc  capable,  affords  any  tolerable  means  of  self-protection. 
And  this  is  a  main  reason  why  oppression  by  the  govern- 
ment, whose  power  is  generally  irresistible  by  any  efforts 
tliat  can  be  made  by  individuals,  has  so  much  more  baneful 
an  effect  on  the  springs  of  national  prosperity,  than  almost 
any  degree  of  lawlessness  and  turbulence  under  free  institu- 
tions. Nations  have  acquired  some  wealth,  and  made  some 
progress  in  improvement,  in  states  of  social  union  so  im- 
j>erfect  as  to  border  on  anarchy  :  but  no  countries  in  which 
the  people  were  exix)sed  without  limit  to  arbitrary  exactions 
from  the  officers  of  government,  ever  yet  continued  to  have 
industry  or  wealth.  A  few  generations  of  such  a  govern- 
ment never  fail  to  extinguish  both.  Some  of  the  fairest, 
and  once  the  most  prosperous,  regions  of  the  earth,  have, 
under  the  Roman  and  afterwards  under  the  Turkish  domin- 
ion, been  reduced  to  a  desert,  solely  by  that  cause.  I  say 
solely,  because  they  would  have  recovered  with  the  utmost 
raj)idity,  as  countries  always  do,  from  the  devastations  of 
war,  or  any  other  temporary  calamities.  Difficulties  and 
haidships  are  often  but  an  incentive  to  exertion  :  what  is 
fatal  to  it,  is  the  belief  that  it  will  not  be  suffered  to  produce 
its  fruits. 

§  2.  Simple  over-taxation  by  government,  though  a  great 
evil,  is  not  cohiparable  in  the  economical  part  of  its  mischiefs 
to  exactions  much  more  moderate  in  amount,  which  either 
subject  the  contributor  to  the  arbitrary  mandate  of  govern- 
ment officers,  or  are  so  laid  on  as  to  place  skill,  industry,  and 
iVngality,  at  a  disadvantage.  The  burthen  of  taxation  in  our 
own  country  is  very  great,  yet  as  every  one  knows  its  limit, 
and  is  seldom  made  to  pay  more  than  he  expects  and  cal- 
culatc»8  on,  and  as  the  modes  of  taxation  are  not  of  such  a 
kind  as  much  to  impair  the  motives  to  industry  and  economy, 
the  sources  of  prosperity  are  little  diminished  by  the  pressure 
of  taxation ;  they  may  even,  as  some  think,  be  increased,  by 
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tlie  extra  exertions  made  to  compensate  for  the  pressure  of 
the  taxes.  But  in  the  barharous  despotisins  of  many  coun- 
tries of  the  East,  ivliere  taxation  consists  iu  fastening  upon 
those  who  have  succeeded  in  acquiring  something,  iu  order 
to  confiscate  it,  unless  tlie  possessor  buys  ite  release  by  sub- 
mitting to  give  some  large  sum  as  a  eompromise,  we  cannot 
expect  to  find  voluntary  industry,  or  wealth  derived  from  any 
Eource  but  plunder.  And  even  in  comparatively  civilized 
conntries,  bad  modes  of  raising  a  reveime  have  had  elfeets 
similar  in  bind,  though  in  an  inferior  degree.  French  writers 
hefore  the  Revolution  represented  the  taifl':  aa  a  main  cause 
of  the  backward  state  of  agriculture,  and  of  the  wretchetl 
condition  of  the  niral  population  ;  not  from  its  amount,  but 
because,  being  proportioned  to  the  visible  capital  of  the  cul- 
tivator, it  gave  him  a  motive  tor  appearing  poor,  which 
sufficed  to  turn  the  scale  in  favour  of  indolence.  The  arbi- 
trary powers  also  of  fiscal  officers,  of  iiitendanfs  and  axibdc- 
leijuf'a,  were  more  destructive  of  prosperity  than  a  far  larger 
amount  of  exactions,  because  they  destroyed  security  :  there 
was  a  marked  superiority  in  the  condition  of  the_pay«  d^it^itu, 
which  were  exempt  from  this  scourge.  The  uni^'crsal  venal- 
ity ascribed  to  Russian  functiouariea,  must  be  an  immense 
drag  on  the  capabilities  of  economical  improvement  possessed 
so  abundantly  by  the  Russian  empire :  since  the  emoluments 
of  ]mblie  officers  must  dei>end  on  the  succwis  with  which  they 
can  multiply  vexations,  for  the  puipose  of  being  bought  off 
by  bribes. 

Yet  mere  excess  of  taxation,  even  when  not  aggravated 
by  uncertainty,  is,  independently  of  its  injustice,  a  serious 
economical  evil.  It  may  be  carried  so  far  as  to  discourage 
industry  by  insufficiency  of  reward.  Very  long  before  it 
i-eachcs  this  point,  it  prevents  or  greatly  checks  accumula- 
tion, or  causes  the  capital  accumulated  to  be  sent  for  invest- 
ment to  foreign  countries.  Taxes  which  fall  on  profits,  even 
though  that  kind  of  income  may  not  pay  more  than  its  just 
share,  necessarily  diminish  the  motive  to  any  saving  except 
for  investment  in  foreign  cotmtries  where  profits  are  burher. 
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Holland,  for  example,  Beems  to  have  long  ago  reached  the 
practical  minimum  of  profits :  already  in  the  last  century 
her  wealthy  capitalists  had  a  great  part  of  their  fortunes  in- 
vested in  the  loans  and  joint-stock  speculatiojis  of  other  coun- 
tries :  and  this  low  rate  of  profit  is  ascribed  to  the  heavy  tax- 
ation, which  had  been  in  some  measure  forced  on  her  by  the 
circumstances  of  her  position  and  history.  The  taxes  indeed, 
besides  their  great  amount,  were  many  of  them  on  neces- 
saries, a  kind  of  tax  peculiarly  injurious  to  industry  and  accu- 
mulation. But  when  the  aggregate  amount  of  taxation  is 
very  great,  it  is  inevitable  that  recourse  must  be  had  for  part 
of  it  to  taxes  of  an  objectionable  character.  And  any  taxes 
on  consumption,  when  heavy,  even  if  not  operating  on  profits, 
have  something  of  the  same  effect,  by  driving  persons  of 
moderate  means  to  live  abroad,  often  taking  their  capital 
with  them.  Although  I  by  no  means  join  with  those 
political  economists  who  think  no  state  of  national  exist- 
ence desirable  in  which  there  is  not  a  rapid  increase  of 
wealth,  I  cannot  overlook  the  many  disadvantages  to  an 
independent  nation  from  being  brought  prematurely  to  a 
stationary  state,  while  the  neighbouring  countries  continue 
advancing. 

§  3.  The  subject  of  protection  to  person  and  propei'ty, 
considered  as  afforded  by  government,  ramifies  widely,  into 
a  number  of  indirect  channels.  It  embraces,  for  example, 
the  whole  subject  of  the  perfection  or  ineflSciency  of  the 
means  i)rovided  for  the  ascertainment  of  rights  and  the  re- 
dress of  injuries.  Person  and  property  cannot  be  considered 
secure  where  the  administration  of  justice  is  imperfect,  either 
from  defect  of  integrity  or  capacity  in  the  tribunals,  or  becauso 
the  delay,  vexation,  and  expense  accompanying  their  oper- 
ation impose  a  heavy  tax  on  those  who  appeal  to  them,  and 
make  it  preferable  to  submit  to  any  endurable  amount  of  the 
evils  which  they  are  designed  to  remedy.  In  England  there 
is  no  fault  to  be  found  with  the  administration  of  justice,  in 
point  of  pecuniary  integrity ;  a  result  which  the  progress  of 


49:1:  BOOK   V.     CHAPTER   VIII.     §3. 

social  inii)roveineiit  may  also  be  supposed  to  have  brought 
about  in  several  other  nations  of  Europe.  But  legal  and 
juilieial  inipurtcetioiis  of  other  kinds  are  abundant;  and,  in 
England  especially,  are  a  large  abatement  from  the  value  of 
the  services  which  the  government  renders  back  to  the 
])Co])le  in  return  for  our  enormous  taxation.  In  the  first 
place,  the  incognoscibility  (as  Bentham  termed  it)  of  the 
law,  and  its  extreme  uncertainty,  even  to  those  who  best 
know  it,  render  a  resort  to  the  tribunals  often  necessary  for 
obtaining  justice,  when,  there  being  no  dispute  as  to  facts, 
no  litigation  ought  to  be  required.  In  the  next  place,  the 
procedure  of  the  tribunals  is  so  replete  with  delay,  vexation, 
and  expense,  that  tlie  price  at  which  justice  is  at  last  obtained 
is  an  evil  outw  eigliing  a  very  considerable  amount  of  injust- 
ice ;  and  the  wrong  side,  even  that  which  the  law  considers 
such,  has  numy  chances  of  gaining  its  point,  through  the 
abandomnent  of  litigation  by  the  other  i)artv  for  want  of 
funds,  or  through  a  compromise  in  which  a  sacrifice  is  made 
of  iu^t  j-iii'lits  to  terminate  the  suit,  or  throuuh  some  technical 
(piii'k,  whereby  a  decision  is  obtained  on  some  other  ground 
tlian  the  merits.  This  hi>t  deter>t:ible  incident  often  happens 
without  blame  to  the  iudu'e,  under  a  svstem  of  law,  of  which 
a  great  i>art  re.-ts  on  no  j'ational  principles  adaj)ted  to  the 
])resent  ^tate  of  >ociety,  but  was  originally  Ibunded  partly  on 
a  kind  <.)t*  whims  and  conceits,  and  pai'tly  on  the  principles 
and  ineiileiit^  of  feu«hil  tenure,  (which  now  survive  only  as 
legal  lictioii-;)  and  lia-  oidy  l»ern  very  Imperfectly  adapted, 
a-  eax-s  aro-r,  to  the  ehanires  which  had  taken  idace  in  society. 
Of  all  parts  of  the  Kni:'li>h  h'lral  -v-tem,  the  Court  of  Chan- 
eerv.  which  has  the  In'-t  ^n1»^tanti\  e  law,  has  hitherto  been 

« 

iiicoiiiparalily  the  w  nr>t  ;is  to  dchiv.  ^•exati»»n,  and  expense; 
and  tlii>  i^  the  oid\  trihnnal  l<»r  nio-t  of  the  classes  of  cases 
wliich  ai"c  in  thcii'  nature  tlie  nio>t  complicated,  such  as  cases 
^i\^  partner-hip,  and  the  great  I'ange  and  vai'iety  of  cases  which 
cniiit'  under  the  «lcnoniiiialioii  ot*tru>t-.  Hie  recent  reforms 
in  this  ("oui't  lia\"e  al>ated  the  ml^ehief,  hut  are  still  far  from 
havin<r  remo\  ed  it. 
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Fortunately  for  the  prosperity  of  England,  the  greater 
part  of  the  njereantile  law  is  comparatively  modern,  and 
was  made  by  the  tribimals,  by  the  simple  process  of  recog- 
nising and  giving  force  of  law  to  the  usages  which,  from 
motives  of  convenience,  had  grown  up  among  merchants 
themselves:  so  that  this  part  of  the  law,  at  least,  was  sub- 
stantially made  by  those  who  were  most  interested  in  its 
goodness :  while  the  defects  of  the  tribunals  have  been  the 
le>s  ]  practically  pernicious  in  reference  to  commercial  trans- 
actions, because  the  importance  of  credit,  wliich  depends  on 
character,  i-endei's  the  restraints  of  opinion  (though,  as  daily 
cxi)erience  proves,  an  insuflScient)  yet  a  very  powerful,  pro- 
tection  against  those  forms  of  mercantile  dishonesty  which 
are  generally  recognised  as  such. 

The  imperfections  of  the  law,  both  in  its  substance  and 
in  its  procedure,  fall  heaviest  upon  the  interests  connected 
with  what  is  technically  called  real  property ;  in  the  general 
language  of  European  jurisprudence,  immoveable  property. 
With  respect  to  all  this  portion  of  the  wealth  of  the  com- 
munity, the  law  fails  egrc^iously  in  the  protection  which  it 
undei-takes  to  provide.  It  fails,  first,  by  the  uncertainty, 
and  the  maze  of  technicalities,  which  mako  it  im]X)ssible  for 
any  one,  at  however  great  an  expense,  to  possess  a  title  to 
land  which  he  can  positively  know  to  be  unassailable.  It 
fails,  secondly,  in  omitting  to  provide  due  evidence  of  trans- 
actions, by  a  proper  registration  of  legal  documents.  It 
fails,  thirdly,  by  creating  a  necessity  for  operose  and  expen- 
sive instruments  and  formalities  (independently  of  fiscal 
burthens)  on  occasion  of  the  purchase  and  sale,  or  even  the 
lease  or  mortgage,  of  immoveable  proj)crty.  And,  fourthly, 
it  fails  by  the  intolerable  expense  and  delay  of  law  proceed 
ings,  in  almost  all  cases  in  which  real  property  is  concerned. 
There  is  no  doubt  that  the  greatest  sufferers  by  the  defects 
of  the  higher  courts  of  civil  law  are  the  landowners.  Legal 
expenses,  either  those  of  actual  litigation,  or  of  the  prepara- 
tion of  legal  instruments,  form,  I  apprehend,  no  inconsidera- 
ble item  in  the  annual  expenditure  of  most  persons  of  large 
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laiuled  |)io;)erty,  and  the  saleable  value  of  their  land  is 
greatly  impaired,  by  the  difficulty  of  giving  to  the  buyer 
complete  confidence  in  tlie  title  ;  independently  of  the  legal 
expenses  which  accompany  the  transfer.  Yet  the  land- 
owners, though  they  have  been  masters  of  the  legislation  of 
England,  to  say  the  least  since  1G8S,  have  never  made  a 
single  move  in  the  direction  of  law  reform,  and  have  been 
sti'unuuus  opponents  of  some  of  the  improvements  of  which 
they  would  more  inirticularly  reap  the  benefit ;  especially 
that  great  one  of  a  registration  of  contracts  aflecting  land, 
which  when  ])roposed  by  a  Conmiission  of  eminent  real 
property  lawyers,  and  introduced  into  the  House  of  Com- 
mons by  Lord  Cain])bcll,  was  so  offensive  to  the  general  body 
of  landlords,  and  was  rejected  by  so  large  a  majority,  as  to 
have  long  discouraged  any  repetition  of  the  attempt.  This 
irrational  hostility  to  improvement,  in  a  case  in  which  their 
own  interest  would  be  the  must  benefited  by  it,  must  be 
ascribed  to  an  intense  timidity  on  the  subiect  of  their  titles? 
generated  by  the  defects  of  the  very  law  which  they  refuse 
to  alter ;  and  to  a  conscious  ignorance,  and  incapacity  of 
judgment,  on  all  legal  subjects,  which  makes  them  help- 
lessly defer  to  the  opinion  oi^  their  professional  adWsers, 
hec(]lcss  of  the  fact  that  every  inij)erfecti(ni  of  the  law,  in 
proportion  as  it  is  burthensonie  to  them,  brings  gain  to  the 
lawyer. 

In  -o  far  as  the  detects  of  leiral  arranicenients  are  a  mere 
l)nrt]ien  on  tlie  landowner,  tliey  do  u«>t  much  aflfect  the 
sources  of  ])ro(luction  ;  but  tlie  nncei'taintv  of  the  title 
under  which  land  is  held,  iiiu-t  often  act  as  a  great  dis- 
courairenient  to  the  expenditure  of  cajMtal  in  its  improve- 
ment ;  and  the  cxpcjix'  ot'  makiiiL^  ti";tn>t'ei's,  operates  to 
]U'e\ cut  land  tVom  cominn:  into  tin*  lian(l>  ot'  tliose  who  would 
u-e  it  to  iiio>t  ;e]\aiit;ii:e  :  olten  aln»•u!ltinL^  in  the  case  of 
>niMll  pur(']i;i>e>,  to  nmre  than  the  ])iice  of  the  land,  and 
taiitaiiiniiiit,  therefore,  to  a  proliilHt inii  of  the  ]»urchH:?e  and 
sale  of  hind  in  ,-niall  ])orti<>ns.  nnlr->  in  exceptional  circum- 
stances.    Siicli   ]»ur(liasc^,  lio\V(\(i-,  arc  almost  everywhere 
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extremely  desirable,  there  being  hardly  any  country  in 
wliich  landed  property  is  not  either  too  much  or  too  little 
subdivided,  requiring  either  that  great  estates  should  be 
broken  down,  or  that  small  ones  should  be  bought  up  and 
consolidated.  To  make  land  as  easily  transferable  as  stock, 
would  be  one  of  the  greatest  economical  improvements 
which  could  be  bestowed  on  a  country ;  and  has  been 
shown,  again  and  again,  to  have  no  insuperable  difficulty 
attending  it. 

Besides  the  excellences  or  defects  that  belong  to  the  law 
and  judicature  of  a  country  as  a  system  of  arrangements  for 
attaining  direct  practical  ends,  much  also  depends,  even  in 
an  economical  point  of  view,  upon  the  moral  influences  of 
the  law.  Enough  has  been  said  in  a  former  place,*  on  the 
degree  in  which  both  the  industrial  and  all  other  combined 
operations  of  mankind  depend  for  efliciency  on  their  being 
able  to  rely  on  one  another  for  probity  and  fidelity  to 
engagements ;  from  which  we  see  how  greatly  even  the 
economical  prosperity  of  a  country  is  liable  to  be  affected, 
by  anything  in  its  institutions  by  which  either  integrity 
and  trustworthiness,  or  the  contrary  qualities,  are  encour- 
aged. The  law  everywhere  ostensibly  favours  at  least  pecu- 
niary honesty  and  the  faith  of  contracts ;  but  if  it  affords 
facilities  for  evading  those  obligations,  by  trick  and  chican- 
ery, or  by  the  unscrupulous  use  of  riches  in  instituting  un- 
just or  resisting  just  litigation;  if  there  are  ways  and  means 
by  which  persons  may  attain  the  ends  of  roguery,  under  the 
apparent  sanction  of  the  law ;  to  that  extent  the  law  is 
demoralizing,  even  in  regard  to  pecuniary  integrity.  And 
such  cases  are,  unfortunately,  frecjuent  under  the  English  sys- 
tem. If,  again,  the  law,  by  a  misplaced  indulgence,  protects 
idleness  or  prodigality  against  their  natural  consequences, 
or  dismisses  crime  with  inadequate  penalties,  the  effect, 
both  on  the  prudential,  and  on  the  social  virtues,  is  un- 
favourable. When  the  law,  by  its  own  dispensations  and 
injunctions,   establishes  injustice  between   individual   and 

*  Supn,  Tol.  i.  p.  149. 
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iniliviilual ;  as  all  laws  do  wliich  recognise  any  form  of 
slavery ;  as  tlie  laws  of  all  cuunlries  do,  tlioiigli  not  all  ia 
the  same  degree,  in  resjiect  tu  tliu  family  relations  ;  and  as 
the  laws  of  many  countries  do,  though  in  still  inoi'e  unequal 
degrees,  as  betweou  rich  and  poor ;  the  effect  on  the  moral 
Bentiments  of  the  people  is  atiil  more  disaBtrous.  But  tbese 
subjects  introduce  considerations  so  much  larger  and  deeper 
than  those  of  political  economy,  that  I  only  advert  to  tliem 
in  order  not  to  pass  wholly  unTioticed,  things  superior  in 
importance  to  those  of  which  I  treat. 
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eoiiipds  division  of  iulientsnces ;  not  only,  in  case  of 
mtoritaey,  cthariiig  tlic  property,  botli  real  and  pere^nal, 
etjiially  among  all  the  children,  or  (if  there  are  uo  chil- 
dri'n)  among  ail  relatives  iu  the  same  degree  of  propin- 
miity ;  but  also  not  recognising  any  power  of  bequest,  or 
recognising  it  over  only  a  limited  portion  of  the  property,  the 
remainder  being  snhjected  to  compulsory  equal  division. 

Neither  of  those  systems,  I  apprehend,  was  introduced, 
or  is  perhajis  maintained,  in  the  countries  where  it  exists, 
from  any  general  considerations  of  justiee,  or  any  foresight 
of  economical  consequences,  but  chiefly  from  political 
motives ;  in  the  one  case  to  keep  up  large  hereditary 
fortunes,  and  a  landed  aristocracy ;  in  the  other,  to  break 
these  down,  and  prevent  their  resurrection.  The  first 
object,  as  an  aim  of  national  policy,  I  conceive  to  be  emi- 
nently undesirable :  with  regard  to  the  second,  I  have 
jKiinted  out  what  seems  to  me  a  better  mode  of  attaining 
it.  The  merit,  or  demerit,  however,  of  either  pui-pose, 
belongs  to  the  general  science  of  politics,  not  to  the  limited 
department  of  that  science  which  is  here  treated  of.  Each 
(if  the  two  systems  is  a  real  and  efficient  instrument  for  the 
purpose  intended  by  it ;  but  each,  as  it  appears  to  me, 
achieves  that  purpose  at  the  cost  of  much  mischief. 

§  2.  There  are  two  arguments  of  an  economical  cliar- 
actiT,  which  are  urged  in  favour  of  primogeniture.  One  la, 
the  stimulus  applied  to  the  industry  and  ambition  of  young- 
er children,  by  leaving  them  to  be  the  architects  of  their 
own  fortunes.  This  argument  was  put  by  Dr.  Johnson  in 
a  manner  more  forcible  than  complimentary  to  an  lieix-ditary 
aristueracy,  when  he  mM,  by  \va\  nt'  r.-i-niiiiiifinbitiuii  »( 
primogeniture,  that  it  "niaki-  imt  one  I'ool  in  a  fiuuily." 
It  is  onri"""  *****  *  defc-ndrr  of  .irinlocratic  institutions 
slioulfl  --^ort  that  to  inherit  such  a  fortune 
M  takv-  '**1MW|K>n,  is  Mpermlly  fatal  to 
octivit,.  "" 
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just  and  rcHsonable  provision  for  descendants,  that  is,  eiich 
a  provision  as  the  parent  or  ftncestor  onglit  to  have  made, 
their  oiivunistancis,  capacities,  and  mode  of  bringing  up 
being  considered. 

The  laws  of  inheritance,  however,  have  probably-  several 
pliaacB  of  improvement:  to  ^o  through,  before  ideas  so  far 
removed  from  pi  -.ent  od  s  of  tl  !•  o  "  ^^^  taken  into 
serious  considerat  and  as  nu      g  tl      ecngniseO  modes 

of  determining  tl  e  s  c  s  on  to  jrofertj  bome  must  be 
better  and  otliers  vo  w    t      n  ry  to    o  s  ler  which  of 

them  deserves  tic  jr  t        ce      A  nte  mediate  course, 

thei-efore,  I  H-onl  1  e  d  tl       \  en     n  to  all  property, 

of  the  [H'est'iit  Ei  ^1   I   1         til  fie  ting  personal 

]H'operly  (fVcedo  I  '  1  t  nd  n  ase  of  intestacy, 
eijiial  division) :  except  tliiit  no  riglits  should  he  acknowl- 
edged in  coIlatcrnU,  and  that  the  property  of  those  who  have 
neitiier  descendants  nor  ascendants,  and  make  no  will, 
should  escheat  to  the  state. 

Thi'  hiws  (if  existing  nations  deviate  from  these  maxims 
in  two  opposite  ways.  In  England,  and  in  most  of  the 
countries  where  the  influence  of  feudality  is  still  felt  in  the 
laws,  one  of  the  objects  aimed  at  in  resjicct  to  land  and 
other  immoveable  [iriiperty,  is  to  keep  it  together  in  large 
masses :  accordingly,  in  casiis  of  intestacy,  it  passes,  gener- 
ally speuking  ffi.r  the  local  enstoni  of  a  few  places  is  differ- 
ent), oxcliiRvcly  lo  the  eldcist  son.  And  though  the  mle  of 
primoyenihirL'  in  not  binding  on  testators,  who  in  England 
have  n<imin;dly  the  power  of  bcr[ueathing  their  property  as 
they  please,  auy  jiroprietor  may  so  exercise  this  power  as  to 
deprive  his  successors  of  it,  by  entailing  the  ]>roperty  on  one 
jiarticnlar  line  of  his  desccudiints :  whii'h,  besides  preventing 
if  fruin  passing  by  inliei'itmice  in  any  other  than  the  pre- 
ficrihed  manner,  is  atleiidcd  with  the  im'idental  consequence 
of  precluding  it  from  being  sold  ;  since  each  successive  pos- 
sessor, having  only  a  life  interest  in  the  property,  cannot 
alienate  it  for  a  longer  period  than  his  own  life.  In  some 
other  countries,  such  as  France,  the  law,  on  the  contrary, 
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compels  division  of  inheritances;  not  only,  in  case  of 
intestacy,  sharing  the  property,  both  real  and  personal, 
equally  among  all  the  children,  or  (if  there  are  no  chil- 
dren) among  all  relatives  in  the  same  degree  of  propin- 
quity ;  but  also  not  recognising  any  power  of  bequest,  or 
recognising  it  over  only  a  limited  portion  of  the  property,  the 
remainder  being  subjected  to  compulsory  equal  division. 

Neither  of  these  systems,  I  apprehend,  was  introduced, 
or  is  perhaps  maintained,  in  the  countries  where  it  exists, 
from  any  general  considerations  of  justice,  or  any  foresight 
of  economical  consequences,  but  chiefly  from  political 
motives ;  in  the  one  case  to  keep  up  large  hereditary 
fortunes,  and  a  landed  aristocracy ;  in  the  other,  to  break 
these  down,  and  prevent  their  resurrection.  The  first 
object,  as  an  aim  of  national  policy,  I  conceive  to  be  emi- 
nently undesirable:  with  regard  to  the  second,  I  have 
pointed  out  what  seems  to  me  a  better  mode  of  attaining 
it.  The  merit,  or  demerit,  however,  of  either  pui'pose, 
belongs  to  the  general  science  of  politics,  not  to  the  limited 
department  of  that  science  which  is  here  treated  of.  Each 
of  the  two  systems  is  a  real  and  eflScient  instrument  for  the 
purpose  intended  by  it ;  but  each,  as  it  appears  to  me, 
achieves  that  purpose  at  the  cost  of  much  mischief. 

§  2.  There  are  two  arguments  of  an  economical  char- 
acter, which  are  urged  in  favour  of  primogeniture.  One  is, 
the  stimulus  applied  to  the  industry  and  ambition  of  young- 
er children,  by  leaving  them  to  be  the  architects  of  their 
own  fortunes.  This  argument  was  put  by  Dr.  Jolinson  in 
a  manner  more  forcible  than  complimentary  to  an  hereditary 
aristocracy,  when  he  said,  by  way  of  recommendation  of 
primogeniture,  that  it  "  makes  but  one  fool  in  a  family." 
It  is  curious  that  a  defender  of  aristocratic  institutions 
should  be  the  person  to  assert  that  to  inherit  such  a  fortune 
as  takes  away  any  necessity  for  exertion,  is  generally  fatal  to 
activity  and  strength  of  mind  :  in  the  present  state  of  educa- 
tion, however,  the  proposition,  with  some  allowance  for 
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exagguratioii,  may  be  admitted  to  be  tnie.  But  whatever 
force  there  is  in  the  argument,  counts  in  favour  of  limiting 
tlie  eldest,  as  well  as  till  the  otlior  cliildrcn,  to  a  mere  pro- 
vision, and  dispensing  with  even  the  "  one  fool  "  whom  Dr 
Johnson  was  willing  to  tolerate.  If  unearned  riches  are  eo 
jicrnieious  to  the  character,  one  does  not  see  why,  in  order  to 
withhold  the  jioison  from  the  junior  members  of  a  family, 
tlicre  sliould  he  no  way  but  to  unite  all  their  separate  por- 
tions, and  administer  them  in  the  largest  possible  dose 
to  one  selected  victim.  It  cannot  be  necessary  to  inflict  this 
great  evil  on  the  eldest  son,  for  want  of  knowing  what  else 
to  do  with  a  large  fortune. 

Some  writers,  however,  look  ujion  the  effect  of  primo- 
geniture in  stimulating  industry,  as  depending,  not  so  much 
on  the  poverty  of  the  younger  children,  as  on  the  contrast 
between  that  poverty  and  the  riches  of  the  elder;  thinking 
it  indispensable  to  the  activity  and  energy  of  the  hive,  that 
there  should  be  a  huge  drone  here  and  thei'e,  to  impreBS  the 
working  bees  with  a  due  sense  of  the  advantages  of  honey. 
"Their  inferiority  in  point  of  McaltJi,"  says  Mr.  M'Cnllocb, 
speaking  of  the  younger  children,  "  and  their  desire  to 
escape  from  thif^  lower  station,  and  to  attain  to  the  same 
level  with  their  elder  brotliei-s,  inspires  them  with  an  energy 
and  vigour  they  could  not  otherwise  feet.  Hut  the  advantage 
of  preserving  hirgt!  estiifes  from  beini:  frittered  down  by  a 
whenie  of  equal  division,  is  not  limited  to  its  influence 
over  the  yoiingrr  children  of  their  owners.  It  raises  uni- 
versally the  standard  of  conipcteiice,  and  gives  new  force  to 
the  springs  whifh  set  indnstry  in  motion.  The  manner  of 
living  iinioug  the  yrcat  landlords  is  that  in  which  every  one 
is  anihitiuuR  of  being  able  lo  indul:,'e  ;  and  their  habits  of 
expense,  though  sometimes  irijurioUB  to  themselves,  act  as 
jiiiwerfnl  incentives  to  the  ingeiniity  and  enterprise  of  the 
other  elassc-s,  wlio  nevei'  think  thi'ir  fortunes  sufficiently 
am])Ic,  niilo.-  they  will  enable  iheiu  to  emulate  the  splendour 
of  the  rirlii'si  ]!lnd]ord^ ;  so  that  tlieciisluin  of  primogeniture 
seems  to  render  all  classes  more  indiistrious,  and  to  augiiieut . 
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at  the  same  time,  tlie  mabs  of  wealth  and  the  scale  of 
enjoyment."  * 

The  portion  of  truth,  I  can  hardly  say  contained  in  these 
observations,  but  recalled  by  them,  I  apprehend  to  be,  that 
a  state  of  complete  equality  of  fortunes  would  not  be  favour- 
able to  active  exertion  for  the  increase  of  wealth.  Speaking 
of  the  mass,  it  is  as  true  of  wealth  as  of  most  other  distinc- 
tions— of  talent,  knowledge,  virtue, — that  those  who  already 
have,  or  think  they  have,  as  much  of  it  as  their  neighbours, 
will  seldom  exert  themselves  to  acquire  more.  But  it  is  not 
therefore  necessary  that  society  should  provide  a  set  of  per- 
sons with  large  fortunes,  to  fulfil  the  social  duty  of  standing 
to  be  looked  at,  with  envy  and  admiration,  by  the  aspiring 
poor.  The  fortunes  which  people  have  acquired  for  them- 
selves, answer  the  purpose  quite  as  well,  indeed  much  bet- 
ter ;  since  a  person  is  more  powerfully  stimulated  by  the 
example  of  somebody  who  has  earned  a  fortune,  than  by  the 
mere  sight  of  somebody  who  possesses  one  ;  and  the  former 
is  necessarily  an  example  of  prudence  and  frugality  as  well 
as  industry,  while  the  latter  much  oftcner  sets  an  example 
of  profuse  expense,  which  spreads,  with  pernicious  effect,  to 
the  verj'^  class  on  whom  the  sight  of  riches  is  supposed  to 
have  so  beneficial  an  influence,  namely,  those  whose  weak- 
ness of  mind,  and  taste  for  ostentation,  makes  "  the  splen- 
dour of  the  richest  landlords"  attract  them  with  the  most 
potent  spell.  In  America  there  are  few  or  no  hereditary 
fortunes ;  yet  industrial  energy,  and  the  ardour  of  accumu- 
lation, are  not  supposed  to  be  particularly  backward  in  that 
part  of  the  world.  Wlien  a  country  has  once  fairly  entered 
into  the  industrial  career,  which  is  the  principal  occupation 
of  the  modern,  as  war  was  that  of  the  ancient  and  nicdiieval 
world,  the  desire  of  acquisition  by  industry  needs  no  fac- 
titious stimulus :  the  advantages  naturally  inherent  in  riches, 
and  the  character  they  assume  of  a  test  by  which  talent  and 

•  Prineipltt  of  PolUicai  Economy,  ed.  1843,  p.  204.  There  is  much  more 
to  the  same  effect  in  the  more  recent  treatise  by  the  same  autlior,  *'  On  the  Sue* 
cession  to  Property  vacant  by  Death." 
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snceess  in  life  are  habitually  measured,  are  an  ample  security 
for  their  being  pursued  with  sutHcient  intensity  and  zeal. 
As  to  the  deeper  consideration,  that  the  difl'usion  of  wealth, 
and  not  its  concentration,  is  desirable,  and  that  the  more 
wholesome  state  of  society  is  not  that  in  which  immense 
fortun«!S  are  possessed  by  a  few  and  coveted  by  all,  but  that 
in  which  the  greatest  possible  numbers  possess  and  are  con- 
tented with  a  moderate  competency,  which  all  may  hope  to 
acquire  ;  1  refer  to  it  in  this  place,  oidy  to  show,  how  widely 
se]>arate<l,  on  social  questions,  is  the  en  lire  mode  of  thought 
of  the  defenders  of  primogeniture,  from  that  which  is  par- 
tially i)roiiinlgated  in  the  [)resent  treatise. 

The  other  economical  ai'gumeMt  in  favour  of  primogeni- 
ture, has  special  reference  to  landed  pro])erty.  It  is  con- 
tended, that  the  habit  of  dividing  inheritances  equally,  or 
with  an  approach  to  equality,  among  children,  promotes  the 
subdivision  of  land  into  portions  too  small  to  admit  of  being 
cultivated  in  an  advantageous  manner.  This  argument, 
eturiially  re[)roduced,  has  again  and  again  been  refuted  by 
EngH^h  and  Continental  writers.  It  proceeds  on  a  suppo- 
sition entirelv  at  variance  with  that  on  which  all  the  theorems 
of  political  econoniv  are  u'rounded.  It  assumes  that  mankind 
in  general  will  habitually  act  in  a  manner  opposed  to  their 
innne<liatr  and  obvious  pecuniary  interest.  For  the  division 
of  the  iidicritaiK-e  docs  not  neressarilv  iiiiplv  division  of  the 
land  :  wliich  may  Im'  lu'ld  In  coninion,  as  is  not  unfreqnently 
tli<  <  a-r  in  I-'rancc  an<l  iK'lii'inin  ;  <»r  may  become  the  j)rop- 
rrt\  '.t'niir  (»r  tile  coheirs,  being  c]iarge(l  with  the  shares  of 
th''  other  by  tlie  way  of  mortgage;  or  they  may  sell  it 
outright,  and  di\ide  the  |>r<>cr(<1-.  WHien  the  division  of  the 
hiii'l  wmuM  diininisli  It-  pi'o(liicti\e  powei-,  it  is  the  direct 
iiiteri  -t  <>t"  the  licirs  to  a-l'-pt  xmhc  one  nt'  tliese  an*angemeiits. 
Sii|'[M  .^iii--,  li.  .\\c\rr.  A\li.'it  \\\r  aruiinieiit  a^>iimes,  that  either 
tVoiii  li  l:;iI  <lilViciihi<'^  oi-  tVom  thtir  own  stnuidltv  and  bar- 
h;ui~!ii,  thev  Would  Hot,  if  left  t<>  theniM'he-,  obey  the  dic- 
tat.-  ot"  ilii- ol)\-i(tn-  int«'i'e-t,  ]»nt  \\\>uld  insi>t  Uj»on  cutting 
ii]>  tlic  hind  ho(lily  into  eqiiMl  p.-ircels,  with  the  effect  of  iui- 
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])overishing  themselves  ;  tbis  would  be  an  objection  to  a  law 
such  as  exists  in  France,  of  compulsory  division,  but  can  be 
no  reason  wliy  testators  should  be  discouraged  from  exer- 
cising the  right  of  bequest  in  general  conformity  to  tlie  rule 
of  Cijuality,  since  it  would  always  be  in  their  power  to  pro- 
vide that  the  division  of  the  inheritance  sliould  take  }>lace 
without  dividing  the  land  itself.  That  the  attempts  of  the 
lulvocates  of  primogeniture  to  make  out  a  case  by  facts 
against  the  custom  of  equal  division,  are  equally  abortive, 
has  been  shown  in  a  former  place.  In  all  countries,  or  parts 
of  countries,  in  which  the  division  of  inheritances  is  accom- 
panied by  small  holdings,  it  is  because  small  holdings  are  the 
general  system  of  the  country,  even  on  the  estates  of  the 
great  proprietors. 

Unless  a  strong  case  of  social  utility  can  be  made  out  for 
primogtjniture,  it  stands  suflSciently  condemned  by  the  gen- 
eral principles  of  justice ;  being  a  broad  distincftion  in  the 
treatment  of  one  j)erson  and  of  another,  grounded  solely  on 
an  accident.  Theie  is  no  need,  therefore,  to  make  out  any 
case  of  economical  evil  a^tf/;**^  primogeniture.  Such  a  case, 
however,  and  a  very  strong  one,  may  be  made.  It  is  a  natu- 
ral effect  of  primogeniture  to  make  the  landlords  a  needy 
class.  The  object  of  the  institution,  or  custom,  is  to  keep 
the  land  together  in  large  masses,  and  this  it  commonly  ac- 
complishes; but  the  legal  proprietor  of  a  large  domain  is 
not  necessarily  the  bojpl  fide  owner  of  the  whole  income 
which  it  yields.  It  is  usually  charged,  in  each  generation, 
with  provisions  for  the  other  children.  It  is  often  charged 
still  more  heavily  by  the  imprudent  expenditure  of  the  pro- 
prietor. Great  landowners  are  generally  improvident  in 
their  expenses ;  they  live  up  to  their  incomes  when  at  the 
highc»st,  and  if  any  change  of  circumstances  diminishes  their 
resources,  some  time  elapses  be'bre  they  make  up  their 
minds  to  retrench.  Spendthrifts  in  other  classes  are  ruined, 
and  disappear  from  society;  but  the  spendthrift  landlord 
usually  holds  fast  to  his  land,  even  when  he  has  become  a 
mere  receiver  of  its  rents  for  the  benefit  of  creditors.    The 
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same  desire  to  keep  n-p  tlie  "  splendour "  of  the  family, 
wliicli  gives  rise  to  the  custom  of  primogeuiture,  indisposes 
the  owner  to  sell  a  part  in  oi-der  to  set  free  the  remainder ; 
their  apparent  are  therefore  hahitiiaily  greater  than  tlieir 
I'eal  means,  and  they  arc  niider  a  perpetual  temptation  to 
proportion  their  exiieiiditure  to  tlie  former  rather  than  to 
the  latter.  From  sueh  causes  aa  tliese,  in  ahnost  all  coim- 
tries  of  great  landowners,  the  majority  of  landed  i-states  are 
deeply  niortgiiged;  and  in^^tead  of  having  capital  to  spare 
for  improvements,  it  requires  all  the  increased  value  of  land, 
caused  by  the  rapid  increase  nf  the  xvealth  and  population 
of  the  country,  to  preserve  the  class  from  heing  impover- 
ished. 


§  3.  To  avert  this  impoverishment,  recourse  was  had  to 
the  coutrivauee  of  entails,  whereby  the  order  of  succession 
was  irrevoeahiy  fixed,  and  eaeb  holder,  having  only  a  lifa 
interest,  was  unahle  to  burthen  his  euceessor.  Tlie  laud 
thus  passing,  free  from  debt,  into  the  possession  of  the  heir, 
the  family  could  not  be  ruined  by  the  improvidence  of  its 
existing  representative.  The  economical  evils  arising  from 
this  disposition  of  pro[>erty  were  jiartly  of  the  same  kind, 
partly  difi'ereut.  hut  on  the  wliule  greater,  than  those  arising 
from  priiuoi;eiiiture  alone.  The  possessor  could  not  now 
mill  his  ^uc■ecssors,  but  he  cuuld  ftill  ruin  hiiiieclf:  he  was 
not  at  all  more  likely  than  in  the  former  ease  to  have  the 
iiu'iiiis  necessary  for  improving  the  property :  while,  even  if 
he  had,  he  wris  siill  lei^s  likely  to  I'luploy  them  for  that  pur- 
I'OsC.  M"hen  the  benefit,  was  to  accrue  to  a  person  whom  the 
t-'Jilail  made  independent  of  him,  while  he  had  probably 
yiiungcr  children  to  provide  fur,  in  whose  favour  he  could 
not  now  charge  the  estate.  While  thus  difiubled  from  being 
himself  an  improver,  neither  could  lie  sell  the  estate  to 
Somebody  who  would ;  since  cntnil  pieeludes  alienation. 
Ill  gi'Ueral  he  liiis  even  heeii  imuhle  to  jri-aiit  leases  beyoud 
tiic  term  iif  liid  own  life;  "tbi-,"say=  IJIaekstone,  "if  sueli 
leases  had  been  valid,  then,  under  cover  of  long  leases,  the 
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igsue  might  have  been  virtually  disinherited ; "  and  it  has 
been  necessary  in  Great  Britain  to  relax,  by  statute,  the 
rigour  of  entails,  in  order  to  allow  either  of  long  leases,  or 
of  the  execution  of  improvements  at  the  expense  of  the 
estate.  It  may  be  added  that  the  heir  of  entail,  being 
assured  of  succeeding  to  the  family  property,  however  unde- 
serving of  it,  and  being  aware  of  this  from  his  earliest  years, 
has  much  more  than  the  ordinary  chances  of  growing  up 
idle,  dissipated,  and  profligate. 

In  England  the  power  of  entail  is  more  limited  by  law, 
than  in  Scotland  and  in  most  other  countries  where  it  exists. 
A  landowner  can  settle  his  property  upon  any  number  of 
persons  successively  who  are  living  at  the  time,  and  upon 
one  unborn  person,  on  whose  attaining  age  of  twenty-one, 
the  entail  expires,  and  the  land  becomes  his  absolute  prop- 
erty. An  estate  may  in  this  manner  be  transmitted 
through  a  son,  or  a  son  and  grandson,  living  when  the 
deed  is  executed,  to  an  unborn  child  of  that  grandson. 
It  has  been  maintained  that  this  power  of  entail  is  not 
sufficiently  extensive  to  do  any  mischief:  in  truth,  how- 
ever, it  is  much  larger  than  it  seems.  Entails  very  rarely 
expire  ;  the  first  heir  of  entail,  when  of  age,  joins  with  the 
existing  possessor  in  resettling  the  estate,  so  as  to  prolong 
tlic  entail  for  a  further  term.  Large  properties,  therefore, 
are  rarely  free  for  any  considerable  period,  from  the 
restraints  of  a  strict  settlement ;  though  the  mischief  is  in 
one  respect  mitigated,  since  in  the  renewal  of  the  settle- 
ment for  one  more  generation,  the  estate  is  usually  charged 
with  a  pension  for  younger  children. 

In  an  economical  point  of  view,  the  best  system  of  landed 
property  is  that  in  which  land  is  most  com}>letely  an  object 
of  commerce ;  passing  readily  from  hand  to  hand  when  a 
buyer  can  be  found  to  whom  it  is  worth  while  to  offer  a 
greater  sum  for  the  land,  than  the  value  of  the  income 
<hawn  from  it  by  its  existing  possessor.  Tliis  of  course 
ib  nut  meant  of  ornamental  property,  which  is  a  source  of 
expense,  not  profit ;  but  only  of  land  employed  for  indus- 
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trial  iisos,  and  lield  fur  tlie  sake  of  tlie  income  which  it 
aifords.  Whatever  facilitates  the  sale  of  land,  tends  to 
make  it  a  more  productive  instrument  for  the  community 
at  larn;e ;  whatever  jjrevents  or  restricts  its  sale,  subtracts 
from  its  nsefuhiess.  Now,  not  oidy  has  entail  this  eifect, 
but  primogeniture  also.  The  desire  to  keep  land  together 
in  large  masses,  from  other  motives  than  that  of  promoting 
its  productiviMiess,  often  i>revents  changes  and  alienations 
which  would  increase  its  efficiency  as  an  instrument. 

§  4.  On  the  other  hand,  a  law  which,  like  the  French, 
restricts  the  ])0\ver  of  bequest  to  a  mirrow  compass,  and 
compels  the  equal  division  of  the  whole  or  the  greater  part 
of  the  propr-rty  among  the  children,  seems  to  me,  though 
on  diti'erent  grounds,  also  very  seriously  objectionable. 
The  oidv  reason  for  recoixnisini'-  in  the  children  any  claim 
at  all  to  more  than  a  provi.^ion,  sufficient  to  launch  them 
in  life,  and  enable  them  to  find  a  livelihood,  is  grounded  on 
the  e.\i)i"esM'd  or  presumed  wish  of  the  ])arent ;  whose  claim 
to  dispose  of  what  is  actually  his  own,  cannot  be  set  aside 
by  any  pretensions  of  others  to  receive  what  is  not  tiieirs. 
To  conti'ol  the  ria-htfnl  owner's  Ml urtv  of  i>it't,  bv  ereatinir 
in  the  children  a  legal  I'ight  su])erior  to  it.  is  to  postpone  a 
real  claim  to  an  inuiginary  one.  To  this  great  and  para- 
mount o1>icction  to  the  law,  numerous  secondarv  ones  may 
be  addt'd.  Dc.-irable  as  it  is  that  the  ]>areiit  should  treat 
the  c]iildi-en  \\\\]\  inij-artiality,  and  not  make  a  favourite  of 
an  cl(lr>t  -on.  imjiartial  di\isi(>n  is  not  alwnvs  svnonvmous 
with  e<jii:il  di\i>ioji.  Some  of  the  children  may,  without 
f;nilt  of  fhf'ir  (»\\n,  l»e  Ir-s  <-;ipal)l«'  tlmn  others  ot"  ])rovidinn 
1(H'  tlieni>rl\c>  :  muim'  m.iy.  l)y  (•tlici*  mean--  than  their  own 
exri'ti(His,  1m-  :tlr<:nl\-  pioNidrd  \\tv  [  jukI  i mi Kii'tialitv  may 
tlirreforf  I'eijiiiie  tli;it  tlie  rule  (>l)-('r\t  (1  >hnnld  not  be  one 
of"  e<|ii;ility,  1>iit  ••("  ('«tiii|ien-;it  i<  iii.  Kvni  when  equality  is 
tlx'  u].j<-(t,  iliii'e  ',[]'{'  >(Hiict  iiiies  Itcitcr  nh'ans  nt'  attaininc:  it, 
tli:in  tlir  iii!]''\!l»le  iMilo  Itv  wlilch  hiw  nin>t  neci'ssarilv  j>ro- 
i'ee<|.      1 1  OIK'  of  tlir  <Milirir>,  luino-  of  a  (piai-reUome,  litigious 
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disposition,  stands  upon  his  utmost  rights,  the  law  cannot 
make  equitable  adjustments;  it  cannot  apportion  the  pro- 
perty as  seems  best  for  the  collective  interest  of  all  con- 
cerned ;  if  there  are  several  parcels  of  land,  and  the  heirs 
cannot  agree  about  their  value,  the  law  cannot  give  a  parcel 
to  each,  but  every  separate  parcel  must  be  either  put  up  to 
sale  or  divided  :  if  there  is  a  residence,  or  a  park  or  pleas- 
ure-ground, which  would  be  destroyed,  as  such,  by  sub- 
division, it  must  be  sold,  perhaps  at  a  great  sacrifice  both  of 
money  and  of  feeling.  But  what  the  law  could  not  do,  the 
parent  could.  By  means  of  the  liberty  of  bequest,  all  these 
])oint8  might  be  determined  according  to  reason  and  the  gene- 
ral interest  of  the  persons  concerned ;  and  the  spirit  of  the 
principle  of  equal  division  might  be  the  better  observed,  be- 
cause the  testator  was  emancipated  from  its  letter.  Finally, 
it  would  not  then  be  necessary,  as  under  the  compulsory 
svstem  it  is,  that  the  law  should  interfere  authoritatively  in 
the  concerns  of  individuals,  not  only  on  the  occurrence  of  a 
death,  but  throughout  life,  in  order  to  guard  against  the 
attempts  of  parents  to  frustrate  the  legal  claims  of  their 
heirs,  under  colour  of  gifts  and  other  alienations  inter  vit^os. 
In  conclusion  ;  all  owners  of  property  should,  I  conceive, 
have  power  to  dispose  by  will  of  every  part  of  it,  but  not  to 
determine  the  person  who  should  succeed  to  it  after  the 
death  of  all  who  were  living  when  the  will  was  made. 
Under  what  restrictions  it  should  be  allowable  to  bequeath 
property  to  one  person  for  life,  with  remainder  to  another 
person  already  in  existence,  is  a  question  belonging  to 
general  legislation,  not  to  political  economy.  Such  settle- 
ments would  be  no  greater  hindrance  to  alienation  than  any 
case  of  joint  ownership,  since  the  consent  of  persons  actually 
in  existence  is  all  that  would  be  necessary  for  any  new 
arrangement  respecting  the  property. 

§  5.  From  the  subject  of  Inheritance  I  rov.-  pass  to  that 
of  Contracts,  and  among  these,  to  the  important  subject  of 
the  Laws  of  Partnership.     How  much  of  good  or  evil 
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depends  Tipon  the^e  laws,  and  how  important  it  is  th&t  thej 
should  be  the  best  possible,  is  evident  to  all  who  recognise 
in  the  extension  of  the  co-operative  principle  the  great 
economical  necessity  of  modern  industry.  Tlie  progress  of 
the  productive  arts  reqiiinng  that  many  sorts  of  industrial 
occupation  should  be  carried  on  by  larger  and  larger  capi- 
tals, the  productive  power  of  industry  must  suffer  bj-  what- 
ever impedes  the  formation  of  large  ca])ita]s  through  the 
aggregation  of  smaller  ones.  Capitals  of  the  requisite  mag- 
nitude, belonging  to  single  owners,  do  not,  in  most  countries, 
exist  in  the  needful  abundance,  and  would  be  still  less 
numerous  if  the  laws  favoured  the  diffusion  instead  of  the 
concentration  of  property :  whilo  it  is  most  undesirable  that 
all  thn?c  imjii'ovwl  processes,  and  those  means  of  efficiency 
and  economy  in  production,  which  depend  on  the  possession 
of  large  ftinds,  should  be  monopolies  in  the  hands  of  a  few 
rich  individuals,  through  the  difficulties  experienced  by 
persons  of  moderate  or  small  means  in  associating  their 
cajiital.  l-'iiuilly,  I  must  repeat  my  conviction,  that  the 
indut-triiil  economy  which  divides  society  absolutely  into  two 
portions,  the  payers  of  wages  and  the  receivers  of  them,  the 
first  counted  by  tliousaiids  and  the  last  by  millions,  is 
neither  fit  for,  nor  capable  of,  indefinite  duration  :  and  the 
possibility  of  changing  this  eystctn  for  one  of  combina- 
tion without  de|icndi!nce,  and  unify  of  interest  instead  of 
nr;,'aiiizod  hostility,  depends  altogether  upon  the  future 
developments  of  the  Partnership  prirjeiple. 

Yet  there  is  pearcely  any  country  whose  laws  do  not 
throw  gieat,  and  in  most  ciises,  intentional  obstacles  in  the 
way  of  the  formali<in  of  any  numerous  partnership.  In 
England  it  is  already  a  serious  discouragement,  that  differ- 
enees  among  partners  are,  ]>raetica!ly  speaking,  only  capable 
of  adjudication  by  the  Court  of  Chancery  :  which  is  often 
M'orse  than  jilaeing  such  questions  out  of  the  pale  of  all  law ; 
xince  any  one  of  the  disputant  parties,  who  is  either  dis- 
honest or  litigious,  can  involve  the  others  at  his  pleasure 
in  the  expense,  trouble,  and  anxiety,  which  are  t      uiwvi 
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alile  accompaniments  of  a  Chancery  suit,  withont  their 
liaving  the  power  of  freeing  themBelves  from  tlie  infliction 
even  by  breaking  up  the  association.*  Besides  tbie,  it 
reijiiired,  until  lately,  a  separate  act  of  the  legislature  before 
any  jotut-atuck  association  could  legally  constitute  itself, 
and  be  empowered  to  act  as  one  body.  By  a  statute  passed 
a  few  years  ago,  this  necessity  is  done  away ;  hut  the  statute 
iu  question  is  described  by  competent  authorities  as  a  "  mass 
of  confusion,"  of  which  they  say  that  there  "  never  was  such 
an  infliftiun  "  on  persons  entering  into  partnership.f  When 
a  number  of  persons,  whether  few  or  many,  freely  desire  to 
unite  their  frinds  for  a  common  undertaking,  not  asking  any 
peculiar  privilege,  nor  the  power  to  dispossess  any  one  of 
property,  the  law  can  have  no  good  reason  for  throwing 
difficulties  in  the  way  of  the  realization  of  the  project.  On 
compliance  with  a  few  simple  conditions  of  publicity,  any 
body  of  persons  ought  to  have  the  power  of  constituting 
themselves  into  a  joint-stock  company,  or  aocute  en  nom 
cofUdlf,  without  asking  leave  either  of  any  public  officer  or 
of  parliament.     As  an  association  of  many  partners  must 

■  Hr.  Cecil  Fine,  the  ConunMoner  of  the  Binkruplc;  Court,  in  his  vTidcncfl 
b«rore  the  Commiuce  on  the  Li«  of  Partnenhip,  nji :  "  I  remember  a  short 
time  «go  rculing  a  written  slalement  b;  tvo  eminenl  BolkitorB,  who  eaid  that 
tbey  had  known  manj  putneTtbip  acoounU  go  Into  Chuiccrr,  but  that  tbef 
nerer  knew  one  come  out.  .  .  .  Verj  few  of  the  peraoni  whowould  be  dla- 
ptxvd  lo  engage  in  partnerahipe  of  Ihia  kind  "  (cooperative  aaKiciationi  of  work- 
In);  men)  "  have  any  idea  of  Ihe  truth,  naneijr,  Ibat  the  decialon  of  quGstlons 
arising  amongst  partoen  U  really  impracticable. 

"  Do  Ibcy  not  know  that  one  partner  may  rob  the  other  without  any  poeri- 
trilily  of  his  obtaining  redrew? — The  fact  la  tto\  but  whether  Ihey  know  it  or 
not,  I  catioot  undertake  to  aay." 

This  flagrant  injustice  li,  in  Mr.  Fane's  opinion,  wholly  attributable  to  the 
defects  of  the  tribunal.  "  Mj  Ofunlon  la,  that  If  there  is  one  thing  more  easy 
than  another.  It  is  the  wttlement  of  paKnanh^  qneationa,  and  for  tt>e  limpln 

the  CTideijec  iliE^ri^foro  i-   n;   hjtnd,   if  thcrcfcrrT 
were ooce ailo|iied,  ih" iliU'uuliy  wqold 
•UieMd   to  the   Report  "I 
(I8B1),  pp   Sl-7. 

f  B*iM>rt,  ut  nipra,  p.  ^' 
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practically  be  nnder  the  maiiafremeiit  of  a  few,  every  facility 
ought  t(»  he  atibnlcd  to  the  body  for  exercii?ing  the  necessary 
control  aiul  check  over  those  tew,  whether  they  he  them- 
Bclves  inciul)ei's  of  the  association,  or  nierelv  its  hired  ser- 
vants  :  and  in  this  point  the  English  system  is  still  at  a 
hinicntable  distance  from  the  standard  of  perfection. 

§  C.  Whatever  facilities,  however,  English  law  might 
give  to  as>ociations  formed  on  the  principles  of  ordinary 
partnershij),  there  is  one  sort  of  joint-stock  association  which 
until  the  vear  1S55  it  absr>lutelv  disallowed,  and  which 
could  onlv  be  called  into  existence  bv  a  special  act  either 
of  the  ]eui>hiturc  or  of  the  crown.  I  mean,  associations 
with  limitr*!  liai>ilitv. 

Associations  witli  limited  linbilitv  are  of  two  kinds  :  in 
one,  the  liability  of  all  the  i)artnei's  is  limited,  in  the  other  that 
of  some  of  them  oidy.  The  first  is  the  soci'fr  anoityme  of 
the  French  law,  which  in  England  had  until  lately  no  other 
nanir  than  that  of''  cliartei'ed  company  :"  meaning  thereby 
a  joint-stock  company  whose  shareholders,  by  a  charter  from 
the  crown  or  a  sperial  eiiactment  of  the  legislature,  stood 
exeni])ted  tVom  any  liability  for  the  debts  of  the  concern, 
bcvond  the  amount  of  their  snb>ciM[»ti(>ns.  The  other  sjH^eies 
of  liniiteil  ]»aitner>hij»  i-  that  known  to  the  French  hiw 
undei'  tlie  name  of  roinrn^ntdU'  ;  of  this,  which  in  England 
is  .-till  unrecognised  and  illegal,  T  shall  s[>eak  presently. 

It'  a  nuinlier  nt'  jicrsons  choose  to  associate  for  carrying 
on  jiny  ojm  ration  of  c(»mnici*ce  or  industi'v,  agreeing  among 
t]i("niselv<'<  and   annonncinL'"  to  tjio-e  with  whom  thev  deal 

« 

that  the  nicinl>er>  of  tin'  a-Mni;it  ion  do  not  undertake  to  he 
i-<'S{»ot)^i],|,'  l»e\(.ii(|  tie'  amount  of  the  subscribed  capital  ;  is 
tlirrr  ajiN'  rca-on  that  the  law  -liouM  raise  (objections  to  this 
]»i'oc('r(linii\  and  -lionld  impo-o  on  them  the  unlimited 
I'c^l'on-ibilitv  ^\lli(•ll  tiny  di-rlaim  {  1''<U"  wliose  sake?  Not 
lor  that  ot'  tlie  ]»artn(T-  thrin-elve- ;  tor  it  is  they  wliom 
tlio  limitation  ot"  re<j»nii-ibility  bon«'tit>  and  protects.  It 
niu-i   therefore  be  for  the  sake  ot'   third    parties;  namely, 
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those  who  may  have  traDsaetions  with  the  association,  and 
to  wliom  it  may  run  in  debt  beyond  what  the  subsci  ibed 
capital  suffices  to  pay.  But  nobody  is  obliged  to  deal  with 
the  association ;  still  less  is  any  one  obliged  to  give  it  un- 
limited credit.  Tlie  class  of  persons  with  whom  such  asso- 
ciations have  dealings  are  in  general  perfectly  capable  of 
taking  care  of  themselves,  and  there  seems  no  reason  that 
the  law  should  be  more  careful  of  their  interests  than  they 
will  themselves  be ;  provided  no  false  representation  is  held 
out,  and  they  are  aware  from  the  first  what  they  have  trust  to. 
The  law  is  w^arranted  in  requiring  from  all  joint-stock  asso- 
ciations with  limited  responsibility,  not  only  that  the  amount 
of  cai)ital  on  which  they  profess  to  carry  on  business  should 
either  be  actually  paid  up  or  security  given  for  it  (if,  in- 
deed, with  complete  publicity,  such  a  requirement  would 
be  necessary)  but  also  that  such  accounts  should  be  kept,  ac- 
cessible to  individuals,  and  if  needful,  published  to  the  world, 
as  shall  render  it  possible  to  ascertain  at  any  time  the  existing 
state  of  the  company's  affairs,  and  to  learn  whether  the  caj)- 
ital  which  is  the  sole  security  for  the  engagements  into  which 
they  enter,  still  subsist  unimpaired  :  the  fidelity  of  i^uch  ac- 
counts being  guarded  by  sufficient  penalties.  When  the  law 
has  thus  afiorded  to  individuals  all  practicable  means  of  know- 
ing the  circumstances  which  ought  to  enter  into  their  pru- 
dential calculations  in  dealing  with  the  company,  there 
seems  no  more  need  for  interfering  with  individual  judgment 
in  this  sort  of  transactions,  thaii  in  any  other  part  of  the 
private  business  of  life. 

The  reason  usually  urged  for  such  interference  is,  that 
the  managers  of  an  association  with  limited  resjKjnsibility, 
not  risking  their  whole  fortunes  in  the  event  of  loss,  while 
in  case  of  gain  they  might  profit  largely,  are  not  sufficiently 
interested  in  exercising  due  circumspection,  and  are  under 
the  temptation  of  exposing  the  funds  of  the  association  to 
improi)er  hazards.  It  is,  however,  well  ascertained  that 
associations  with  unlimited  responsibility,  if  they  have  rich 
shareholders,  can  obtain,  even  when  known  to  be  reckless 
72 
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in  their  trcansaetions,  improper  credit  to  an  extent  far  exceed- 
ing wluit  would  be  given  to  companies  equally  ill-conducted 
whose  creditors  had  oidy  the  subscribed  capital  to  rely  on.* 
To  wliielievur  side  the  balance  of  evil  inclines,  it  is  a  con- 
sideration of  more  importance  to  the  shareholders  tliem- 
selvt's  than  to  third  parties;  since,  w'itli  proper  securities 
for  publicity,  the  capital  of  an  association  with  limited 
lial)ility  could  not  be  engaged  in  hazurds  beyond  those 
ordinarily  incident  to  the  business  it  carries  on,  W'ithout 
the  facts  being  known,  and  becoming  the  subject  of  com- 
ments by  which  the  credit  of  the  body  would  be  likely  to 
be  affected  in  (juite  as  great  a  degree  as  the  circumstances 
would  ju^tity.  If,  under  securities  for  publicity,  it  were 
found  in  practice  that  companies,  formed  on  the  principle 
of  unlimited  resiionsibilitv,  were  more  skilfully  and  more 
cautiously  nuinaired,  companies  with  limited  liability  would 
1)0  unable  to  maintain  an  e(|mil  competition  with  them  ; 
and  would  therefore  rarely  be  foi'med,  miless  wdien  such 
liniitation  was  the  oidy  condition  on  which  the  necessary 
ainuunt   uf  capital   conld    be    raised  :  and    in   that    case    it 

would  be   very   unreasonable   to   sav   that  their  formation 

t.  » 

ouii'lit  to  be  ])revented. 

It  may  furllier  be  I'cmarked,  that  although,  witli  equality 
of  capital,  a  c<»nipany  of  limited  lial)ility  offers  a  somewhat 
le--  >rcni'itv  to  tho>e  who  deal  witii  it,  than  one  in  which 
e\''iv  ^lla^L']lol(lo^  is  rcsiionsilile  with  his  whole  fortune,  yet 
<\  111  th<  AVial<er  ot'  tlicse  two  securities  is  in  some  respects 
.-tiMji-rr  tlian  tliat  wliicli  an  individual  capitalist  can  aHV>rd. 
In  the  ca>e  of  an  individual,  there  is  such  security  as  can 
be  founded  (HI  his  unliniite(l  liabilitN,  but  not  that  derived 
*V«'iii  j>ul»h'<itv  (»f  trail-action-,  (»!'  iVoiii  a  known  and  laro^e 
;;iti'.'iint  xt'  paid-u])  caj-ital.  Tlii-  toj»i<-  is  well  treated  in  an 
:ib]c  ])a]Mr  ])y  ^f.  ('oijiirlin,  ])uMi-hed  in  the  Revue  des 
l)eu\  ]\rond.-  lor  Julv  \sr-\^ 

>'■•■  till'  II.  |i(iit  ;ilr«';i«l\   rrldifd  t<t,  jij).    1  l.">-l.'tS. 

•f  'I'lic  ((ii..i;iiinii  i-  iioiii  a  f iaii-liiti<iii   |iuiili,-lMMl   l.v  Mr.  H.  C.  Curov,  in   an 
Aih'  ii'iiii  j-ri  i(.  liral.  IliititV  .M.'uliant'-  .M.iLra/iii«\  lui   Mav  ami  June  1845. 
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"  While  tliird  parties  who  trade  with  individuals,"  says 
this  writer,  "  scarcely  ever  know,  except  by  approximation, 
and  even  that  most  vague  and  uncertain,  what  is  the  amount 
of  capital  responsible  for  the  performance  of  contracts  made 
with  them,  those  who  trade  with  a  socicte  anonyme  can 
obtain  full  information  if  they  seek  it,  and  perform  their 
operations  with  a  feeling  of  confidence  that  cannot  exist  in 
the  other  case.  Again,  nothing  is  easier  than  for  an  indi- 
vidual trader  to  conceal  the  extent  of  his  engagements,  as 
no  one  can  know  it  certainly  but  himself.  Even  liis  confi- 
dential clerk  may  be  ignorant  of  it,  as  the  loans  he  finds 
himself  compelled  to  make  may  not  all  be  of  a  character  to 
require  that  they  be  entered  in  his  day-book.  It  is  a  secret 
confined  to  himself;  one  which  transpires  rarely,  and  always 
slowly ;  one  which  is  unveiled  only  when  the  catastrophe  has 
occurred.  On  the  contrary,  the  aociete  anonyme  neither 
can  nor  ought  to  borrow,  without  the  fact  becoming  known 
to  all  the  world — directors,  clerks,  shareholders,  and  the 
public.  Its  operations  partake  in  some  respects,  of  the 
nature  of  those  of  governments.  The  light  of  day  penetrates 
in  every  direction,  and  there  can  be  no  secrets  from  those 
who  seek  for  information.  Tims  all  is  fixed,  recorded, 
known,  of  the  capital  and  debts  in  the  case  of  the  soeitte 
anonyme,  while  all  is  uncertain  and  unknown  in  the  case  of 
the  individual  trader.  Which  of  the  two,  we  would  ask  the 
reader,  presents  the  most  favourable  aspect,  or  the  surest 
guarantee,  to  the  view  of  those  who  trade  with  them  ? 

"  Again,  availing  himself  of  the  obscurity  in  which  his 
affaii-s  are  shrouded,  and  which  he  desires  to  increase,  the 
private  trader  is  enabled,  as  long  as  his  business  appeai-s 
prosperous,  to  produce  impressions  in  regard  to  his  means 
far  exceeding  the  reality,  and  thus  to  establish  a  credit  not 
justified  by  those  means.  When  losses  occur,  and  he  sees 
himself  threatened  with  bankruptcy,  the  world  is  still  igno- 
rant of  his  condition,  and  he  finds  himself  enabled  to  contract 
debts  far  beyond  the  possibility  of  payment.  The  fa  day 
arrives,  and  the  creditors  find  a  debt  much  greats  tl 
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been  anticipated,  while  the  ineaiiH  of  payment  are  as  much 
less.  Even  this  is  not  all.  The  same  obscurity  Tvliich  has 
served  him  so  well  thus  far,  when  desiring  to  niagniiy  his 
capital  and  increase  his  credit,  now  affords  bim  the  oppor- 
tunity of  i)lacing  a  part  of  that  capital  beyond  the  reach  of 
his  ci-editors.  It  becomes  dimiDished,  if  not  annihilated. 
It  hides  itself,  and  not  even  legal  remedies,  nor  the  a(;tivity 
of  creditors,  can  bring  it  forth  from  the  dark  corners  in 
Avhieh  it  is  ])la(;ed.  .  .  .  Onr  readers  can  readily  deter- 
mine for  themselves  if  practices  of  tliis  kind  are  equally 
easy  in  the  case  of  the  soaiii^  anouyme.  We  do  not  doubt 
that  such  things  are  possible,  but  we  think  tliat  they  will 
agree  with  ns  that  from  its  natnre,  its  organization,  and  the 
necessary  pnbli(;ity  that  attends  all  its  actions,  the  liability 
to  such  (iccni'renccs  is  very  greatly  diminished." 

The  laws  of  most  countries,  England  included,  have 
erred  in  a  twofold  manner  with  regard  to  joint-stock  com- 
paniif!.  While:  they  have  been  most  nnreaeonably  jealous 
of  allowing  such  as.'iociations  to  exist,  especially  with  limited 
resp<)r]siliility,  they  have  generally  neglected  the  enforcement 
of  publicity  ;  the  best  security  to  the  public  against  any 
diuig'.'r  winch  might  arise  from  this  description  of  partner- 
ships; and  11  security  quite  ns  much  required  in  the  ease  of 
those  assuciiitloHR  of  the  kind  in  question,  which,  by  an 
exception  from  llicir  general  practice,  they  suffered  to  exist. 
Even  in  the  instance  of  the  Bank  of  Enghind,  which  holds  a 
nmuoiHily  from  t!ie  legislature,  and  has  had  partial  control 
oviT  !L  ni;illi;r  of  so  much  public  interest  as  the  state  of  the 
circuldting  medium,  it  is  only  within  these  few  years 
that  any  publicity  has  been  enforrcd  ;  and  the  publicity  was 
at  hr^t  of  an  extremely  incoinpleic  cluiracter,  though  now, 
for  mo>l  prnctii-iil  purposes,  probiihly  at  length  sufficient, 

^  T,  ITii'  other  kind  of  limited  partnership  which  de- 
mand:* our  altcntiiiii,  is  that  in  whii'li  the  managing  partner 
or  partners  are  n'Spiinpible  wilIi  tlieir  wlmlo  fortunes  for  the 
cugagi'ments  of  llie  conceni,  but  have  others  associated  witli 


PARTNERSHIP.  517 

tliem  fcho  contribute  only  definite  Bome,  and  are  not  liable 
tor  anytliing  beyond,  tlioiigli  they  participate  in  the  profits 
acoordiiig  to  any  rule  wliich  may  be  agreed  on.  This 
lA  CHlied  partneretiip  en  commandite:  and  the  partners 
with  limited  liability  (to  whom,  by  the  French  law,  all 
interference  in  the  management  of  the  concern  ie  interdicted) 
arc  known  by  the  nimie  commanditairea.  Such  partncr- 
aliips  are  not  allowed  by  Englisb  law :  whoever  shares  in 
the  profitB  is  liable  for  the  debts,  to  as  plenary  an  extent  as 
the  managing  partner. 

For  snch  proliibition  no  satisfactory  defence  lias  ever, 
BO  far  as  I  am  aware,  been  made.  Even  the  insufiicicnt 
reason  given  against  limiting  the  responsibility  of  share- 
holders in  a  joint-stock  company,  does  not  apply  here ; 
there  being  no  diminution  of  the  motives  to  cireumspect 
management,  since  all  who  take  any  part  in  the  direction 
of  the  concern  are  liable  with  tlieir  whole  fortunes.  To 
third  parties,  again,  the  security  is  improved  by  the  exist- 
ence of  commandite  ;  since  the  amount  subscribed  by  com- 
manditairea is  all  of  it  available  to  creditors,  the  cominan- 
ditaires  losing  their  whole  investment  before  any  creditor 
can  lose  anything ;  while,  if  instead  of  becoming  partners 
to  that  amount,  they  had  lent  the  sum  at  an  interest  equal 
to  the  profit  they  derived  from  it,  they  would  have  »liarcd 
with  the  other  creditors  in  tlie  residue  of  the  estate,  dimin- 
ishing pro  rata  the  dividend  obtained  by  all.  "Wliile  the 
practice  of  commandite  thus  conduces  to  the  interest  of 
creditors,  it  is  often  highly  desirable  for  the  contracting 
parties  themBclves.  The  managers  are  enabled  to  obtain  the 
aid  of  a  much  greater  amount  of  capital  than  they  cimM 
borrow  on  their  own  security  ;  and  persons  are  induced  to 
aid  UBcful  undertakings,  by  embarking  limited  portions  of 
capital  in  them  wfn'n  tlitiy  would  iu>l,  siid  nlun  runld  not 
prudently,  have  riiikcd  thp^'i^rilk&^Biil^  "»  <h<' 
of  the  enterjiriec. 

It  may  perhaps  bo  tJ^ 
afforded  to  joint-stock  o 


518  BOOK   V.     CHAPTER   IS.      |7. 

are  not  required.  But  tlicre  are  elaases  of  c.ises  to  which 
the  eoniinainlite  priiieijile  iiinst  always  be  better  adapted 
than  tlie  joint-stoc-k  [iriiiL-ipIe.  "  Supi>use,"  says  M.  Coqiie- 
lin,  "  ail  inventor  seeking  I'or  a  cajtital  to  cfirrv  his  inveatioii 
into  prai-tice.  To  obtain  the  aid  of  caiiitnlistfi,  he  must 
offer  theui  a  sliare  of  tlie  anticij'aled  buncfit ;  they  must 
associate  themselves  witli  liira  in  tlie  cliances  of  its  success. 
In  such  a  ease,  wliieFi  of  tlie  lorm?  would  he  select  ?  Not 
a  Common  partnersliip,  certainly  ;"  for  various  reasons,  aud 
especially  the  extreme  diflicully  of  liiirliug  a  partner  with 
capital,  willing  to  risk  his  whole  fortune  on  the  success  of  the 
invention.*  "  Neither  would  lie  select  the  siKu'tt  anonyme^'' 
or  any  other  funn  of  joint-stock  company. "  in  which  he  might 
he  HiptTf-i'ded  a,'-  manager.  He  would  stand,  in  such  an  asso- 
ciation, on  no  better  footing  than  any  other  shareholder, 
and  lie  might  be  lost  in  the  crowd  ;  whereas,  the  association 
e.tisting,  as  it  were,  by  and  for  him.  the  management  would 
ajipear  lo  l>elong  to  him  as  a  matter  of  rlglit.     Cases  occnr 

•  "  TlitTu  liuE  tiTfji  n  grvat  ilt'al  iif  ciimnii^eriilion  |)rul'i:33eii,"  saj-s  Mr.  Dun- 
can, sulk'ilur,  "  loivurtli  thi'  i^iur  iiivciiliir ;  he  lius  Ihil'ii  oppri'^Kd  b;  ihe  high 
cdnt  <>r  pali'tiis;  I'll!  hlK  I'liicr  npprriaicin  \tta  \it:en  llic  |)ttrtner!ihi|i  law,  which 
preveniB  his  gi'iiiiii;  iuiv  tint  T'i  hi-lp  liini   [•,  (kvrlnp  IjL*  invcniion.     Be  is  a 

poor  njttti,  Hnil   Ihi-i.i'^ -.ni.!    ..iii.   -.  -  ..ii'\  r..    ,   .1.  .ilr..i  ■   n^  one  will   lend 

him  m'inev;  Ihe  r.it.  ■  ■  ■■..,■  ..'i,  ■  . .  .  ■  _i,  n  1,.  iv  be,  \e  Qol  an 
Htlroeliim.     Jllllitl-'         -.      :     ..;.i.  .        ,     ..i ,.|,iialisls  lo  like 

Ihc  «i|ii(al  th|..v  eiiitii.tkeil,  iliiTe  i-i  Vltv  liiil-  .l.ml.i  ul  .,»  Ibal  h«  would  fre- 
(liienlly  i."l  as-'T^innee  fmni  cupitnliaifl ;  wh'ireiui  ni  llii-  pri>aenl  moment,  wiih 
tliii  JHW  LI4  it  .-tljiii'ls,  lie  in  vuniplelt'ly  <|pstriire<l,  anil  'tus  iiiri'nlion  in  UHelere  10 
him;  hu '•irii^'Heti  iimnlh  nncr  uiutitli ;  lie  applies  iig  11  in  ukI  Hgaiii  In  the  cipi- 
liilist  with'iill  »vuil.  T  know  It  jiriMli'iilly  in  (wii  or  three  emes  of  jjalented  in- 
I'l'nliona ,  eitpeeially  finu  wliiire  ])iirliLii  irilli  cnpitul  nerc  ile!iiruui>  of  entering 
iritf)  iin  miiliTtnliitii;  nf  l''''"!  iieni.iiil  In  I,ivei|Hii>l,  (ml  five  or  six  different  (jen- 

llemen  ■^ir.   .|.  ■■  [■■   I    I i..  !,.■   -..     ill  l^iOiiij;  ihe  KlniliKest  nlyection  to  whM 

■■nelim :■■:■■  .■■■;;    ;,.i.'      Report,  p.  IBB. 

Mr.  I  .i'<  l<riiti'!^>;ioi>iil  life,  IS  ■  Comniissioner  of 

Ihn  f'liuri  ..i  1:  II  I.'. II'  .  I  h  1.1  :■  Liii  I  il];ii  ilie  mciBi  imfortunute  man  in  the 
wiirM  \^  im  iuviiiKir.  Thi.- ililTieiiily  uliieli  nn  invenlnr  fimla  in  getting  at  c»pi- 
IdI.  iiivdIvcH  hini  in  tJI  mt\s  of  (<mlNirra!>.'n>riil<j,  nnil  he  ultimately  IH  for  the 
iniyA  pnrt  *,  ruined  tniui,  und  mimvliody  tlau  geXa  posecsaiuo  of  bia  invwition." 
Ih.  p.  S3. 
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in  which  a  merchant  or  a  manufacturer,  without  being  pre- 
cisely an  inventor,  has  undeniable  claims  to  tlie  manage- 
ment of  an  undertaking,  from  the  possession  of  qualities 
peculiarly  calculated  to  promote  its  success.  So  great, 
indeed,"  continues  M.  Coquelin,  "is  the  necessity,  in 
many  cases,  for  the  limited  partnership,  that  it  is  difficult 
to  conceive  how  we  could  dispense  with  or  rei)lace  it :  " 
and  in  reference  to  his  own  country  he  is  probably  in  the 
right. 

Where  there  is  so  great  a  readiness  as  in  England,  on 
the  part  of  the  public,  to  form  joint-stock  asso<'iations,  even 
without  the  encouragement  of  a  limitation  of  responsi- 
bility ;  commandite  partnership,  though  its  prohibition  is 
in  principle  quite  indefensible,  cannot  be  deemed  to  be,  in  a 
merely  economical  point  of  view,  of  the  imperative  necessity 
which  M.  Coquelin  ascribes  to  it.  Yet  the  inconveniences 
are  not  small,  which  arise  indirectly  from  those  provi- 
sions of  the  law  by  which  every  one  who  sharers  in  the 
]^rofits  of  a  concern  is  subject  to  the  full  liabilities  of  an 
unlimited  partnership.  It  is  impossible  to  say  how  many 
or  what  useful  modes  of  combination  are  rendered  im- 
practicable by  this  state  of  the  law.  It  is  sufficient  for 
its  condemnation  that,  unless  in  some  way  relaxed,  it  is 
inconsistent  with  the  payment  of  wages  in  part  by  a  per- 
centage on  profits ;  in  other  words,  the  association  of  the 
oj)eratives  as  virtual  partners  with  the  capitalist. 

It  is,  above  all,  with  reference  to  the  improvement  and 
elevation  of  the  working  classes  that  complete  freedom  in 
the  conditions  of  partnership  is  indi8}>ensable.     Combina- 
tions such  as  the  associations  of  workpeople,  described  in  a 
former  chapter,  are  the  most  powerful  means  of  effecting 
the  social  emancipation  of  the  lal)ourer8  through  their  own 
moral  qualities.     Nor  is  the  liberty  of  association  impoitf 
solely  for  its  examples  of  success,  but  fully  as  much  so  1 
the  sake  of  attempts  which  would  not  succeed ;  but  by  tl 
failure  would  give  instniction  more  impressive  than  <     i 
afforded  by  anything  short  of  actual  experience.    Erer^ 
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theory  of  sfn'ial  improvement,  the  worth  of  whicli  is  capable 
of  heirig  Ijroujijlit  to  an  exiien mental  test,  siioiild  be  per- 
milteO,  and  even  eiiconraged,  to  submit  itself  to  tliat  test. 
From  sncli  experiments  the  active  portion  of  the  working 
clai^scfl  would  derive  lessons  wliieh  they  would  be  slow  to 
learn  from  tlie  teai.-hing  of  persons  6Up]K)sed  to  have  interests 
and  ]>rpjiidiccp  adverse  to  their  good ;  would  obtain  the 
means  of  oorreeting  at  no  cost  to  society,  what  is  now  erro- 
neous in  their  notion:*  of  the  means  of  establishing  their 
independence  ;  and  of  discovering  the  conditions,  moral, 
intellectual,  and  indnstrial,  which  arc  indispensably  neces- 
sary for  efteetiug  withont  injustice,  or  for  effecting  at  all, 
the  social  regeneration  they  asjiire  to.* 

ThL'  French  law  of  )iartiu'rship  is  superior  to  the  English 
in  perinitliti;i  connnandite;  and  superior,  in  having  no  such 
unmanageable  instrument  as  the  Court  of  Chancery,  all  cases 
arising  from  commercial  transactions  being  adjudicated  in  a 
comi>aratively  cheap  and  expeditious  Tiianner  by  a  tribunal 
of  merchants.  In  other  respects  the  French  system  is  far 
worse  than  the  Engli.ih.  A  jnint-stock  company  with  limit- 
ed responsibility  eannot  he  formed  without  the  express  au- 
thorization of  the  department  of  government  called  the 
Conml  iTEt'ii,  a  Imdy  of  administrators,  generally  entire 
Ktrangers  to  industrial  trauj^actions,  who  have  no  interest  in 
promoting  entei7iri^cs,  and  are  apt  to  think  that  the  purpose 
of  their  in.ititution  is  to  restrain  them  ;  whose  consent  cannot 
in  any  ca-ie  he  ohtnined  without  an  ainonnt  of  time  and 
lubiiur  which  is  ;i  very  serious  hindranee  to  the  commence- 
ment of  an  enterprise,  while  the  extreme  uncertainty  of 

*  II;  on  ai'l  ut'  Die  year  ISSU,  i»Ue<l  llii'  InilnsIriMl  hiiiI  rroTident  SocletiEi 
Am,  fur  »liicli  i]io  tmtiun  ia  iiiai'liica  ti)  t)»<  |.iil>lii-siiirite<]  exenions  of  Ur. 
Klnnt^j,  lndu»trtiil  nsiDflalinns  of  working  |k-<i|>1i-  itn'  mlniJtied  to  the  utMuior; 
jmvjlt^-?  iif  Frifiirlly  Siifiuliifi.  Tliia  nut  nnli  ■■ii'Tn[ilH  (hem  from  tlic  fonnali- 
tioH  niil'limlilf  10  joiiit-slHok  coinparLJes.  Ijiii  |ircivi(lr.'a  I'lir  llie  Bettlement  of  dis- 
piili'B  iirnnnc  ihc  iiarlncrc  uitlioiit  recourse  to  Ihi'  I'ourt  of  ( 'hjuiwry.  There  «re 
HliU  M\nj-  it>'riTl:<  ill  (111'  iiRiilBiiinH  (if  lliid  Aol,  nliii^h  luiiii|]cr  Llie  proceediof^  of 
lilt'  i^(ii'l<-i1i"  ill  si'iunil  rt'.'pi'ctH ;  m  in  pointt'd  uut  in  tbt;  AlmuiHuk  of  Ibe  Bodt' 
111].'  Hqllimtlll'  ri.Mic.T:i  for  18U1. 
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obtaining  that  consent  at  all  is  a  great  discouragement  to 
capitalists  who  would  be  willing  to  subscribe.  In  regard  to 
joint-stock  companies  without  limitation  of  responsibility, 
which  in  England  exist  in  such  numbers  and  are  formed 
with  such  facility,  these  associations  cannot,  in  France,  exist 
at  all ;  for,  in  cases  of  unlimited  partnership,  the  French 
law  docs  not  permit  the  division  of  the  capital  into  trans- 
ferable shares. 

The  best  existing  laws  of  partnership  appear  to  be  those 
of  the  New  England  States.  According  to  Mr.  Carey,* 
"  nowhere  is  association  so  little  trammelled  by  regulations 
as  in  New  England  ;  the  consequence  of  which  is,  that  it  is 
carried  to  a  greater  extent  there,  and  particularly  in  Massa- 
chusetts and  Rhode  Island,  than  in  any  other  part  of  the 
world.  In  these  states,  the  soil  is  covered  with  compagniea 
anonymes — chartered  companies — for  almost  every  conceiv- 
able purpose.  Every  town  is  a  corporation  for  the  manage- 
ment of  its  roads,  bridges,  and  schools ;  which  are,  therefore, 
under  the  direct  control  of  those  who  pay  for  them,  and  are 
consequently  well  managed.  Academies  and  churches,  ly- 
ceums  and  libraries,  saving-fund  societies,  and  trust  com- 
panies, exist  in  numbers  proportioned  to  the  wants  of  the 
j>e()ple,  and  all  are  corporations.  Every  district  has  its 
local  bank,  of  a  size  to  suit  its  wants,  the  stock  of  which  is 
owned  by  the  small  capitalists  of  the  neighborhood,  and 
managed  by  themselves ;  the  consequence  of  which  is,  that 
in  no  part  of  the  world  is  the  system  of  banking  so  perfect 
— so  little  liable  to  vibration  in  the  amount  of  loans — the 
necessarj'  effect  of  which  is,  that  in  none  is  the  value  of  prop- 
erty so  little  affected  by  changes  in  the  amount  or  valie 
of  the  currency  resulting  from  the  movements  of  their  oven 
banking  institutions.  In  the  two  states  to  which  we  have 
]»articularly  referred,  they  are  almost  two  hundred  in  num- 
ber. Massachusetts,  alone,  offers  to  our  view  fifty-three 
insnran(!e  offices,  of  various  fonns,  scattered  through  the 
state,  and  all  incorporated.    Factories  are  incorporated,  and 

*  Id  a  note  appended  to  hia  tranalatioii  of  M.  Coquelin'a  paper. 
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are  owned  in  shares  ;  and  every  one  that  has  any  part  in 
the  management  of  their  concerns,  from  tlie  purchase  of  the 
raw  m:itLrial  to  the  sale  of  tlie  manufactured  article,  is  a 
part  owner ;  wliile  every  one  employed  in  them  has  a  pros- 
j)ect  of  becoming  one,  hy  tlie  use  of  }>rudence,  exertion, 
ami  economy.     Charitahle  associations  exist  in  large  num- 
bers, and  all  are  incor[)orated.     Fishing  vessels  are  owned  in 
shares    by  those  who  navigate  them  ;  and  the  sailors  of  a 
wlialing  si  lip  depend  in  a  great  degree,  if  not  altogetlier, 
upon    the   success  of  the  voyage  for   their   compensation. 
Every  master  of  a  vessel  trading  in  the  Southern  Ocean  is  a 
part  owner,  and  the  interest  he  possesses  is  a  strong  induce- 
ment to  »'\(M'ti(»n  and  economy,  by  aid  of  which  the  people 
of  New  Enirland  are   ra])idly  driving  out  the  competition 
of  other  nations  for  tlie  trade   of  that   part  of  the  world. 
Wherever  settled,  thev  exhibit  the  same  tendencv  to  com- 
bination  of  action.     In  Xew  York  thev  are  the  chief  owners 
of  the  liiH's  of  packet  shij)S,  which  are  divided  into  shares, 
owuim]   by  the  shipbuilders,  the  merchants,  the  master,  and 
the  mates  ;  whicli  last  generally  acquire  the  means  of  be- 
coming themselves  masters,  and  to  this  is  due  their  great 
success.     The  svstem  is  the  most  j>erfectly  democratic  of  anv 
in  the  worhl.     It   atfonls    to  everv  labourer,  everv  sailor, 
every  ojcrative,  male  or  female,  the  prospect  of  advance- 
ment ;  jui'i   its  results  are  precisely  such  as  we  should  have 
rei'soii    to    expect.     In    no    part    of  the   worM   are  talent, 
indn>trv,  and  nrudenee,  so  certain  to  be  lari^elv  rewarded.^' 
The  eases  of  ins«^lv(•ncy  and  fraud  on   the  part  of  char- 
tered  companies   in   A]nei*iea,  whieh  have  caused  so  much 
loss  and   so  iuul-Ii   >eaiidal   in   Knro]»e,  did   not  occur  in   the 
paiT  of  til.'   rni.iu    to   whieh   this  exti'aet  refers,  but  in  the 
oilier  Statr-.  in  wliidi  the  right  of  a^-oeiati<^n  is  much  more 
fettered     bv   leii-;il     re-t!-ietioii<.  Mild   in   which,  aecordinglv, 
j<>iiit->tock    a>^ori;iti(>iis   .-ire  not  comparable  in   number  or 
\arirt\-   to   tli«.->e  of  New  Knirland.     ^fr.   ( 'arev  a<lds,  "A 
cai'cfiil  ex:nniiiati«m  of  the  sy>ttins  of  the  several  states,  can 
scar<-elv,  We  think,  f;iil  to  coun  iiice  the  reader  of  the  advan- 
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tage  resulting  from  permitting  men  to  determine  among 
themselves  the  terms  upon  wliich  they  will  associate,  and 
allowing  the  associations  that  may  be  formed  to  contract 
witli  the  ]>ublic  as  to  the  terms  upon  wliich  they  will  trade 
together,  whether  of  the  limited  or  unlimited  liability  of  the 
])artners ;"  and  I  concur  in  thinking  that  to  this  conclusion, 
science  and  legislation  must  come. 

g  8.    I  proceed  to  the  subject  of  Insolvency  Laws. 

Good  laws  on  this  subject  are  important,  first  and  prin- 
cipally, on  the  score  of  public  morals ;  which  are  on  no 
point  more  under  the  influence  of  the  law,  for  good  and 
evil,  than  in  a  matter  belonging  so  pre-eminently  to  the 
province  of  law  as  the  preservation  of  pecuniary  integrity. 
But  the  subject  is  also,  in  a  merely  economical  point  of  view, 
of  great  importance.  First,  because  the  economical  well- 
being  of  a  people,  and  of  mankind,  depends  in  an  especial 
manner  upon  their  being  able  to  tnist  each  other's  engage- 
ments. Secondly,  because  one  of  the  risks,  or  expenses,  of 
industrial  operations  is  the  risk  or  expense  of  what  are  com- 
monly called  bad  debts,  and  every  saving  which  can  be 
effected  in  this  liability  is  a  diminution  of  cost  of  produc- 
tion ;  by  dispenfc^ing  with  an  item  of  outlay  which  in  no  way 
conduces  to  the  desired  end,  and  which  must  be  paid  for 
either  by  the  consumer  of  the  commodity,  or  from  the 
general  profits  of  capital,  according  as  the  burden  is  pecu- 
liar or  general. 

Tlie  laws  and  practice  of  nations  on  this  subject  have 
almost  alwavs  been  in  extremes.  Tlie  ancient  laws  of  most 
countries  wctc  all  severitv  to  the  debtor.  Thev  invest e<l  the 
creditor  with  a  power  of  coercion,  more  or  less  tyrannical, 
which  he  might  use  against  his  insolvent  debtor,  either  to 
extort  the  surrender  of  hidden  property,  or  to  obtain  satis- 
faction of  a  vindictive  character,  which  might  console  him 
fur  the  non-payment  of  the  debt,  Tliis  arbitrary  pc  ir  has 
extended,  in  some  countries,  to  making  the  insolvent 
serve  the  creditor  as  his  slave :  in  which  plan  there  1 
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least  some  grains  of  commoTi  sense,  sinre  it  might  poseiblv 
be  regni-ded  as  a  Bilieme  for  malciiig  Iiim  work  out  the  debt 
by  his  labour.  In  England,  tlie  coercion  assumed  the  milder 
form  of  ordinary  imprisonment.  The  one  and  the  other 
were  tlie  barbarous  cxjiedients  of  a  rnde  age,  repugnant  to 
justice  as  well  as  to  humanity,  Un fortunately  the  reform 
of  them,  like  that  of  the  criminal  law  generally,  has  been 
taken  in  hand  as  an  affair  of  humanity  only,  not  of  justice  : 
and  the  modish  humanity  of  the  present  time,  which  isessen- 
tially  a  thing  of  one  idea,  has  in  this  as  in  other  cases  gone 
into  violent  reaction  against  the  ancient  severity,  and  might 
almost  be  supposed  to  see,  in  the  fact  of  having  lost  or 
sfiuimdcred  other  people's  property,  a  peculiar  title  to 
indulgence.  Everything  in  the  law  which  attached  disagree- 
able consequences  to  that  fact,  was  gradually  relaxed,  or 
entirely  got  rid  of:  until  the  demoralizing  etfeets  of  this 
laxity  became  so  evident  as  to  determinei  by  more  recent 
legifilntion,  a  salutary  though  very  insufficient  movement  in 
till'  reverse  direction. 

The  Indulgence  of  the  laws  to  those  who  have  made  them- 
selvc-s  unable  to  pay  their  just  debts,  Is  usually  defended,  on 
the  plea  tiiat  the  sole  object  of  the  law  should  be,  in  case  of 
insolvency,  not  to  coerce  the  person  of  the  debtor,  but  to 
get  at  iiis  property,  and  distribute  it  fairly  among  the  credi- 
tors. Assuming  that  this  is  and  ought  to  he  the  sole  object, 
the  mitigation  of  the  law  was  in  the  first  instance  carried  so 
far  as  to  sacrifice  that  olijcet,  ImpriBonnient  at  thediseretion 
of  a  creditor  was  really  a  powerful  engine  for  extracting  from 
the  debtor  any  property  whicli  he  had  con(;eaIed  or  other- 
wise made  away  with ;  and  it  rcmainfl  to  he  shown  by 
experience  whether,  in  depriving  creditors  of  this  instni- 
nient,  the  law,  even  as  last  nmemled,  has  furnished  them 
with  a  sufficient  equivalent.  But  the  doctrine  that  the  law 
has  done  all  that  ought  to  be  expected  from  it,  when  it  has 
put  the  creditors  in  possession  of  the  property  of  an  insol- 
vent, is  in  itself  a  totally  inadmissible  piece  of  eptiriouB 
Iiuniiiniiy.     It  is  the  business  of  law  to   prevent  wrong- 
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doing,  and  not  simply  to  patch  up  the  consequences  of  it 
when  it  has  been  committed.  Tlie  law  is  bound  to  take  care 
that  insolvency  shall  not  be  a  good  pecuniary  speculation ;  that 
men  shall  not  have  the  privilege  of  hazarding  other  people's 
property  without  their  knowledge  or  consent,  taking  the 
profits  of  the  enterprise  if  it  is  successful,  and  if  it  fails, 
throwing  the  loss  upon  the  rightful  owners ;  and  that  they 
shall  not  find  it  answer  to  make  themselves  unable  to  pay 
their  just  debts,  by  spending  the  money  of  their  creditor  in 
personal  indulgence.  It  is  admitted  that  what  is  technically 
called  fraudulent  bankruptcy,  the  false  pretence  of  inability 
to  pay,  is,  when  detected,  properly  subject  to  punishment. 
But  does  it  follow  that  insolvency  is  not  the  consequence  of 
misconduct  because  the  inability  to  pay  may  be  real  ?  If  a 
man  has  been  a  spendthrift,  or  a  gambler,  with  property  on 
which  his  creditors  had  a  prior  claim,  shall  he  pass  scot-free 
because  the  mischief  is  consummated  and  the  money  gone  ? 
Is  there  any  very  material  difference  in  point  of  morality 
between  this  conduct,  and  those  other  kinds  of  dishonesty 
which  go  by  the  names  of  fraud  and  embezzlement  ? 

Such  cases  are  not  a  minority,  but  a  large  majority  among 
insolvencies.  The  statistics  of  bankruptcy  prove  the  fact. 
"  By  far  the  greater  part  of  all  insolvencies  arise  from  noto- 
rious misconduct ;  the  proceedings  of  the  Insolvent  Debtors 
Court  and  of  the  Bankruptcy  Court  will  prove  it.  Excessive 
and  unjustifiable  overtrading,  or  most  absurd  speculation  in 
commodities,  merely  because  the  poor  speculator  'thought 
they  would  get  up,'  but  why  he  thought  so  he  cannot  tell ; 
speculations  in  hops,  in  tea,  in  silk,  in  corn — things  with 
which  he  is  altogether  unacquainted ;  wild  and  absurd  in- 
vestments in  foreign  funds,  or  in  joint-stocks ;  these  are 
among  the  most  innocent  causes  of  bankruptcy."  *  The  ex- 
])erienced  and  intelligent  writer  from  whom  I  quote,  corrob- 
orates his  assertion  by  the  testimony  of  several  of  the  official 
assignees  of  the  Bankruptcy  Court.     One  of  them  says,  "As 

*  From  a  volume  published  in  1845,  entitled,  **  Credit  the  Life  of  Com- 
merce,^ by  Mr.  J.  U.  EUiott. 


536  BOOK   V,     CHAPTER  IX.     §8. 

far  a3  I  pan  collect  fnjni  tlie  books  and  documentB  furnished 
by  tlie  biUiknipts,  it  suems  to  me  that "  iu  the  whole  number 
of  eases  which  ocoiirrcd  dtiriug  a  given  time  id  the  court  to 
which  he  was  attiiehed,  "  fourteen  have  been  ruined  hy  Bpec- 
ulalioiis  in  tilings  with  which  they  were  unacquainted  ;  three 
by  neglecting  book-keeping;  ten  by  trading  beyond  their 
capital  and  incaus,  and  the  consequent  loss  and  expense  of 
acconimodatioii-bills ;  forty-nine  by  expending  more  than 
they  could  I'casonably  hope  their  protits  would  be,  though 
their  business  yielded  a  fair  return;  none  by  any  general 
distress,  or  the  fulling  off  of  any  particular  branch  of  trade." 
Another  of  these  oflicei^  says  that,  dining  a  pei'iod  of  eii;;hteen 
months,  "  litly-ttvo  cases  of  bankruptcy  have  come  under  my 
care.  It  is  HIT  o]iini(in  that  tbirty-two  of  these  have  arisen 
from  an  imprudent  exi'euditure,  and  five  partly  from  that 
causC)  and  partly  from  a  pressure  on  (he  business  in  which 
the  bankrupts  were  enii)loyed,  rifteeu  I  allribute  to  im- 
provident speculations,  combined  iii  niaiiy  instances  with  an 
extravagant  mode  of  life." 

To  these  citations  the  author  adds  the  following  etatc- 
ments  from  his  personal  means  of  knowledge.  "Many 
insolvencies  are  produced  by  tradesmen's  indolence ;  they 
keep  no  books,  or  at  least  imperfect  ones,  which  they  never 
balance  ;  they  never  take  stock  ;  tliey  employ  servants,  if 
their  trade  be  extensive,  whom  tliey  ai-e  too  indolent  even  to 
6Ul)crvise,  and  then  become  insolvent.  It  is  not  too  much  to 
say,  tliat  one-half  of  all  the  persons  engaged  in  trade,  even 
in  I.ondiin,  never  lake  ftock  at  all :  they  go  on  year  after 
year  without  knowing  how  their  aiiaira  stand,  and  at  last 
like  the  child  at  school,  they  find  to  their  surprise,  but  ono 
half[)cnuy  left  in  their  pocket.  I  will  venture  to  say  tliat 
nut  one-fourth  of  alt  the  jiersons  in  the  provinces,  either 
manufacturers,  tradesmen,  or  farmers,  ever  take  stock;  nor 
in  fact  do  one-half  of  tbem  ever  kceji  account-books, 
deserving  any  other  name  than  meTuorandum  hooks.  I 
know  Biirtirient  of  the  concerns  of  five  hundred  i-mall  trades- 
men ill  tile  provinces,  to  be  enabled  to  say,  that  not  one- 
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fifth  of  tliein  ever  take  stock,  or  keep  even  tlie  most  ordinarv 
acc!ounts.  I  am  pi-epared  to  say  of  such  tradesmen,  from 
carefully-prepared  tables,  giving  every  advantage  where 
there  has  been  any  doubt  as  to  the  causes  of  their  insol- 
vuncy,  that  where  nine  happen  from  extravagance  or 
dishonesty,  one "  at  most  "  may  be  referred  to  misfortune 
alone."* 

Is  it  rational  to  expect  among  the  trading  classes  any 
high  sense  of  justice,  honour,  or  integrity,  if  the  law  enables 
men  who  act  in  this  manner  to  shuffle  off  the  consequences 
of  their  misconduct  upon  those  who  have  been  so  unfortunate 
as  to  trust  them ;  and  practically  proclaims  that  it  looks 
upon  insolvency  thus  produced,  as  a  "  misfortune,"  not  an 
olfencc  ? 

It  is,  of  course,  not  denied,  that  insolvencies  do  arise 
from  causes  beyond  the  control  of  the  debtor,  and  that,  in 
many  more  cases,  his  culpability  is  not  of  a  high  order ;  and 
the  law  ought  to  make  a  distinction  in  favour  of  such  cases, 
but  not  without  a  searching  investigation ;  nor  should  the 
case  ever  be  let  go  without  having  ascertained,  in  the  most 
complete  manner  practicable,  not  the  fact  of  insolvency  only, 
but  the  cause  of  it.  To  have  been  trusted  with  monev  or 
money's  worth,  and  to  have  lost  or  spent  it,  is  prima  facie 
evidence  of  something  wrong :  and  it  is  not  for  the  creditor  to 
j)r()ve,  which  he  cannot  do  in  one  case  out  often,  that  there 
has  been  criminality,  but  for  the  debtor  to  rebut  the  pre- 
sumpticm,  by  laying  open  the  whole  state  of  his  affairs,  and 
showing  either  that  there  has  been  no  misconduct  or  that  the 
misconduct  has  been  of  an  excusable  kind.  If  he  fail  in  this, 
he  ought  never  to  be  dismissed  without  a  punishment  i)ropor- 
tioned  to  the  degree  of  blame  which  seems  justly  imputable 
to  him  ;  which  punishment,  however,  might  be  shortened  or 
mitigated  in  proportion  as  he  appeared  likely  to  exert  him- 
self in  repairing  the  injury  done. 

It  is  a  common  argument  with  those  who  approve  a  re- 
laxed system  of  insolvency  laws,  that 

•  Pp.  60-1. 
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great  operations  of  enminerce,  is  an  evil ;  and  tliat  to  deprive 
creditors  of  leyal  redri;ss  is  a  judicious  means  of  preventing 
credit  from  being  givuD.  That  wliich  is  given  by  retail 
dealers  to  improdiietive  consumers  is,  no  doubt,  to  the  excess 
to  wliic-h  it  is  carried,  a  considerable  evil.  This,  liowevc-r, 
is  only  true  of  large,  and  especially  of  long,  credits;  for 
tiicrc  is  credit  whenever  goods  arc  not  paid  for  before  they 
quit  the  shop,  or,  at  least,  the  custody  of  the  seller;  and 
tlicrc  would  be  much  inconvenience  in  putting  an  end  to 
this  sort  of  credit.  But  a  large  proportion  of  the  debts  on 
wliieh  insolvency  laws  titte  effect,  ai'o  those  due  Ijy  small 
tradesmen  to  the  dcak'i-s  who  supply  thein  :  and  on  no  class 
of  debts  does  the  demoralization  occasioned  by  a  bad  state 
of  the  law,  operate  more  perniciously.  Tliese  are  commer- 
cial ci-edits,  which  no  one  wishes  to  see  curtailed  ;  their  ex- 
istence is  of  great  importance  to  the  general  industry  of  the 
country,  and  to  numbers  of  honest,  well-conducted  persons 
of  small  means,  to  whom  it  \rould  Uc  a  great  injury  that 
they  should  be  prevented  from  obtaining  the  accommodation 
tliey  need,  and  would  not  abuse,  through  the  oimssioti  of  the 
law  to  provide  just  remedies  against  dishonest  or  rectless 
borrowers. 

But  though  it  were  granted  that  retail  transactions,  on 
any  footing  hut  that  of  ready  money  payment,  are  an  evil, 
and  their  entire  supprecsion  a  fit  object  ibr  legislation  to  aim 
at ;  a  worse  mode  of  conipassing  that  object  could  scarcely 
he  invented,  ihau  to  pei'uiit  lluit^e  whu  have  been  trusted  by 
olliers  lo  client  !ind  rob  them  with  impunily,  Tlie  law  does 
not  generally  select  tlie  vices  of  mankind  as  the  appi'opriate 
instrument  for  iiiJiicting  ehastioi'incnt  on  the  comparatively 
iimoccnt :  when  it  seeks  to  discourage  any  course  of  Action, 
it  does  so  by  ajiplyi-ig  iriducemeiitt-  of  its  own,  not  by  out- 
lawing tho^e  who  act  in  the  maimer  it  deems  objectionable, 
and  letting  lonse  tiic  predatory  instiin/ts  of  the  worthless  part 
of  mankind  tu  feed  upon  them.  If  a  man  has  committed 
murder,  the  law  condi-mn<  him  to  death  ;  but  it  does  not 
promise  impunity  to  anybody  who  may  kill  Jiijii  for  the  sake 
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of  taking  liis  purse.  The  offence  of  believing  another's  word, 
even  rashly,  is  not  so  heinous  that,  for  the  sake  of  discoura- 
ging it,  the  sj)ectacle  should  be  brought  home  to  every  door, 
of  triumphant  rascality,  with  the  law  on  its  side,  mocking 
the  victims  it  has  made.  This  pestilent  example  has  been 
very  wid<3ly  exhibited  since  the  relaxation  of  the  insolvency 
laws.  It  is  idle  to  expect  that,  even  by  absolutely  depnving 
creditors  of  all  leg&l  redress,  the  kind  of  credit  which  is  con- 
sidered objectionable  would  really  be  very  much  checked. 
Rogues  and  swindlers  are  still  an  exception  among  mankind, 
and  people  will  go  on  trusting  each  other's  promises.  Large 
dealers,  in  abundant  business,  woidd  refuse  credit,  as  many 
of  them  already  do  :  but  in  the  eager  competition  of  a  great 
town,  what  can  be  expected  from  the  tradesmen  to  whom  a 
single  customer  is  of  impoi'tiince,  the  beginner,  perhaps,  who 
is  striving  to  get  into  business  ?  He  will  take  the  risk,  even 
if  it  were  still  greater ;  he  is  ruined  if  he  cannot  sell  his 
goods,  and  he  can  but  be  ruined  if  he  is  defrauded.  Nor 
does  it  avail  to  say,  that  he  ought  to  make  proper  inquiries, 
and  ascertain  the  character  of  those  to  whom  he  supplies 
goods  on  tnist.  In  some  of  the  most  flagrant  cases  of  prof- 
ligate  debtors  which  have  come  before  the  Bankruptcy  Court, 
the  swindler  had  been  able  to  give,  and  had  given  excellent 
references.* 


*  The  following  extrtcte  from  the  French  Code  de  Commerce  (the  transla- 
tion irt  that  of  Mr.  Fane),  show  the  gfreat  extent  to  which  the  just  distinctions  are 
miidi',  uiul  the  pi-o(K*r  invest ij^ationM  provided  for,  by  French  law.  The  word 
bdutjuervtc,  which  can  only  Iks  translated  by  bankruptcy,  is,  however,  confined 
in  Franco  to  rufpahle  insolvency,  which  is  distinguished  into  nmpU  bankruptcy 
hnd  fraioitilrtit  Iwnkniptcy.     The  following  are  cases  of  simple  bankruptcy : — 

**  Kvery  insolvent  who,  in  the  investigation  of  his  afTairs,  shall  appear  charge- 
able  with  one  or  more  of  the  following  offences,  shall  be  proceeded  against  as  a 
simple  twnkrupt. 

**  If  hJH  house  exp«mses,  which  he  is  bound  to  enter  regnluiy  in  ft  dij-book, 
app«'ar  excessive. 

'*  If  he  has  s{)cnt  considerable  sumi  at  |ikj,  or 
hazard. 

*'  If  it  shall  appear  that  he  baa  borrowed  krgdyi  or 
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loss,  or  below  the  currL-nl  price,  after  it  B|ipoaieii  l)y  bis  last  account -taking  Ibml 
hia  debts  eicn-'ilBd  his  assi'ta  by  one-half. 

"  If  he  ha:!  i^iiiueU  ncgoiiablc  aet'uriiiea  lo  three  times  the  lunount  or  his  avul> 
able  oasvts,  tujcuiillng  to  hia  laat  occouiii-iakitig. 

"  The  rullun'lug  maii  also  \k  jnorceded  Bgalnat  as  flimjile  bankrupts : — 

"  He  nUo  haK  not  ilcclaa'd  hia  onu  ii;»olvi'ni:)  [n  the  maimer  preacribed  bj 
la»: 

"  He  Khu  has  not  cotiie  in  and  EiirreudeLtd  within  tlic  lime  limited,  baring 
no  kgiiimutu  eicuM  for  bia  nljsciice : 

"lie  whu  eilbvr  pruduees  no  bouks  at  nil.  Or  produces  aueli  as  have  bevn 
irrvgiihirly  krpr,  and  tbJB  alihoiigli  the  irregularities  maj'  not  indicate  fraud." 

The  penally  for  ''Biniple  biinkniple j "  is  inipriBOUinent  for  a  turm  of  not  luM 
llian  one  nioutli,  nor  more  (hun  Ino  veai-^.  The  fulluwing  are  eoBcs  of  fraudu- 
lent hankru|licy,  ot  wbii'li  the  puuialiiuent  1«  trvi<au.e  forces  (the  f^Uoys),  for  a 

"  If  tie  hn<  aitein|iied  lo  aeeounl  Ibr  hu«  properly  by  fietitioua  expenses  and 
losiei^  or  if  he  <li'ea  not  fiiiiy  aeeount  for  all  hta  receipts: 

'■  If  he  lia-u  fraudulently  concealed  any  iiijn  of  money  or  any  dt-bt  due  to 
hiiu,  or  any  niciTbaudis*  or  utiur  nimeuliiiB 

"iriiflhusmude  fraudulent  sales  iir  ^.i^sof  ln=  prn|rrlT 

"Ifhehn'inllDn'cd  (IcIitlousdilitHlol  I  < 

"If  be   hnj  l]Pi-n  cntniBlEil  nith   pr(]  k     f    or  with 

speiial  dirivtiiiin  as  10  its  u«e,  and  hm  i  I  it  i    bis  own 

usi';  "  lfi.i'  fii-li  urlB  of  peclllwlion  li)  iru  t  L  inland  only 

B  vivil  rcme<l},  uud  (liat  [uu  through  iIil  luuil    M  I  1 1    i 

'■  If  he  lias  puifijoseJ  real  pro]icrt>  iu  a  hnrron  td  irnnii 

"  If  he  has  tnnceulcd  hir"  books 

''ThcfoUoniiijr  mail  aldo  lie  proctedeil  iiKnmht  m  n  similar  »i)  — 

>'llu  nlii)  has  nut  kxpt  tKKiks,  or  nliose  books  siiull  uul  eibibil  his  real 
HlUDtion  an  rvi:iir'lB  his  debts  and  rri'dits. 

"  He  nliu.  ImvJHg  ol)liiineJ  a  protvclion  {'avf-ennii'iit),  slwll  not  Iwve  duly 
atlendeil." 

Tlieee  rari<iii6  pRovisions  relate  only  to  commercial  insolvency.  The  laws  ia 
regard  lo  uniiiiary  (iebts  kv  conaideralily  luorc  ri;;;c)rous  to  the  debtor. 


CHAPTER  X. 

OF  INTERFERENCES  OF  GOVERNMENT  GROUNDED  ON 

ERRONEOUS  THEORIEa 

§  1.  From  the  necessary  functions  of  government,  and 
the  effects  produced  on  the  economical  interests  of  society 
by  tlieir  good  or  ill  discharge,  we  proceed  to  the  functions 
which  belong  to  what  I  have  termed,  for  want  of  a  better 
designation,  the  optional  class ;  those  which  are  sometimes 
assumed  by  govemiiients  and  sometimes  not,  and  w^hich  it 
is  not  unanimously  admitted  that  they  ought  to  exercise. 

Before  entering  on  the  general  principles  of  the  ques- 
tion, it  will  be  advisable  to  clear  from  our  path  all  those 
(fases  in  which  government  interference  works  ill,  because 
<rrounded  on  false  views  of  the  subject  interfered  with. 
Such  cases  have  no  connection  with  any  theory  respecting 
the  proper  limits  of  interference.  There  are  some  things 
with  which  governments  ought  not  to  meddle,  and  other 
things  w^ith  which  they  ought ;  but  whether  right  or  wrong 
in  itself,  the  interference  must  work  for  ill,  if  government, 
not  understanding  the  subject  which  it  meddles  with,  med- 
dles to  bring  about  a  result  which  would  be  mischievous. 
We  will  therefore  begin  by  passing  in  review  various  false 
tbeories,  which  have  from  time  to  time  formed  the  ground 
of  acts  of  government  more  or  less  economically  injurioug. 

Former  writers  on  political  economy  have  found  it  need- 
ful to  devote  much  trouble  and  space  to  this  department  of 
their  subject.  It  has  now  happily  become  possible,  at  least 
in  our  own  country,  greatly  to  abridge  this  purely  negative 
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part  of  our  discussions.  Tlie  false  theories  of  political  econ- 
omy which  have  done  so  much  mischief  in  times  past,  are 
entirely  discredited  among  all  who  have  not  lagged  behind 
the  general  progress  of  opinion  ;  and  few  of  the  enactments 
which  were  once  grounded  on  those  theories  still  help  to 
deform  the  statute-book.  As  the  principles  on  which  their 
condemnation  rests  have  been  fully  set  forth  in  other  parts 
of  this  treatise,  we  mav  here  content  ourselves  with  a  few 
brief  indications. 

Of  these  false  theories,  the  most  notable  is  the  doctrine 
of  Protection  to  oSative  Industiy  ;  a  phrase  meaning  the 
prohibition,  or  the  discouragement  by  heavy  duties,  of  such 
foreign  c<»nnnodities  as  are  capaide  of  being  produced  at 
lionie.  If  the  tlicory  involved  in  this  system  had  been  cor- 
rect, the  practical  conclusions  grounded  on  it  would  not 
have  been  unreasonable.  The  theory  was,  that  to  buy  things 
produced  at  home  was  a  national  benefit,  and  the  introduc- 
tion of  foreiirn  commodities,  <i:enerallv  a  national  loss.  It 
being  at  tlie  same  time  evident 'that  the  interest  of  the  con- 
sumer is  to  Iniv  foreiicn  commodities  in  preference  to  domes- 
tic  whenever  tliey  are  eitlier  clie:iper  or  better,  the  interest 
of  the  consumer  a[)[)eare(l  in  this  res^n-ct  to  be  contrary  to 
the  ])ublic  interest  ;  he  was  certain,  if  left  to  his  own  incli- 
nations, to  do  what  according  to  the  theory  was  injurious  to 
the  pu1>lic. 

It  wa-  -liown,  however,  in  oni*  nnalvsis    of  the  effects  of 

« 

international  trade,  a>  it  had  been  often  shown  by  former 
\\riter>.  that  ilie  iiiipoi'tat Ion  r>f  loreigii  commodities,  in  the 
coiiinioii  CMiir.-t;  of  ti-allic,  ne\'cr  takes  [»lace,  except  when  it 
is,  ccnMoiiiicall V  ^lM•al<iIli:•,  a  national  i:o«.d,  bv  cansinir  the 
sann'  aiimmit  of  coiiinioditic-  t<>  be  (»btaiiu'd  at  a  smaller 
co-t  <•!'  labour  and  ca]>ital  t<>  llic  (••'untiy.  To  prohibit, 
thcrclMrr,  tlii^  iiii jM»rt;ition,  or  iiiipo-e  duties  which  prevent 
it,  i>  to  i-(ud»r  tlie  lalH»ni'  and  capiral  of  the  countrv  less 
etljeiriit  ill  j»i*oduction  than  tliey  woidd  otherwise  be  ;  and 
eoin|Hl  ;i  wa-te,  of  tlie  ditl'enaH'e  between  the  labour  and 
capital   iiecc->ar\'  lor   the   home  pr«  xluet  ioii  of  the  coiniiiod- 
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ity,  and  that  which  is  required  for  producing  the  things 
with  whicli  it  can  be  purchased  from  abroad.  The  amount 
of  national  loss  thus  occasioned  is  measured  by  the  excess 
of  the  price  at  which  the  commodity  is  produced,  over  that 
at  which  it  could  bo  imported.  In  the  case  of  manufactured 
goods  the  whole  difference  between  the  two  prices  is  ab- 
sorbed in  indemnifying  the  producers  for  waste  of  labour, 
or  of  tlie  capital  which  supports  that  labour.  Tliose  wlio 
are  j^upposed  to  l»e  benefited,  namely  the  makers  of  the  pro- 
tected articles,  (unless  they  form  an  exclusive  company,  and 
have  a  monopoly  against  their  own  countrymen  as  well  as 
against  foreigners,)  do  not  obtain  higher  profits  than  other 
people.  All  is  sheer  loss,  to  the  country  as  well  as  to  the 
consumer.  When  the  protected  article  is  a  product  of  agri- 
culture— the  waste  of  labour  not  being  incurred  on  the 
whole  produce,  but  only  on  what  may  be  called  the  last  in- 
stahnent  of  it — the  extra  price  is  only  in  part  an  indemnity 
for  waste,  the  remainder  being  a  tax  paid  to  the  landlords. 

Tlie  restrictive  and  prohibitory  policy  was  originally 
grounded  on  what  is  called  the  Mercantile  System,  which 
representing  the  advantage  of  foreign  trade  to  consist  solely 
in  bringing  money  into  the  country,  gave  artificial  enrour- 
agement  to  exportation  of  goods,  and  discountenanced  their 
importation.  The  only  exceptions  to  the  system  were  those 
require<l  by  the  system  itself.  The  materials  and  instni- 
ments  of  production  were  the  subject  of  a  contrary  policy, 
directed  however  to  the  same  end ;  they  were  freely  imported, 
and  not  permitted  to  be  exported,  in  order  that  manufacturers, 
being  more  cheaply  supplied  with  the  requisites  of  manufac- 
ture, might  be  able  to  sell  cheaper,  and  therefore  to  export 
more  largely.  For  a  similar  reason,  imix>rtation  was  allowed 
and  even  favoured,  when  confined  to  the  productions  of  coun- 
tries which  were  supposed  to  take  from  the  country  still  more 
than  it  took  from  them,  thus  enriching  it  by  a  favourable 
balance  of  trade.  As  part  of  the  same  system,  colonies  to 
founded,  for  the  supposed  advantage  of  compelling  tt  i  to 
buy  our  commodities,  or  at  all  events  not  to  buy 
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any  other  country  :  in  return  for  whictli  restriction,  we  were 
generally  willing  to  eome  under  an  equivalent  obligation 
with  respect  to  the  staple  productions  of  the  colonists.  Tlie 
conse(pieiices  of  tlie  theory  were  pushed  so  far,  that  it  was 
not  unusual  even  to  give  bounties  on  exportation,  and  in- 
duce forciirncrs  to  buv  from  us  rather  than  from  other  conn- 
tries,  by  a  cheapness  which  we  artificially  produced,  by 
paying  ])art  of  the  price  for  them,  out  of  our  own  taxes. 
This  is  a  stretch  beyond  the  point  yet  readied  by  any  pri- 
vate tradcsnum  in  his  competition  for  business.  No  sbop- 
kce[>er,  I  should  think,  ever  made  a  practice  of  bribing  cus- 
tomers by  selling  goods  to  them  at  a  permanent  loss,  mak- 
ing it  u}>  to  liimsclf  from  other  funds  in  his  possession. 

The  princi]d(i  of  tlie  Mercantile  Tlieory  is  now  given  up 
even  l)y  writers  and  governments  who  still  cling  to  the 
restrictive  svstem.  Whatever  hold  tliat  svstem  has  over 
men's  minds,  independently  of  the  private  interests  exposed 
to  real  or  ap})rehended  loss  by  its  al)andonment,  is  derived 
from  fallacies  other  tlian  the  old  notion  of  the  benefits  of 
heaping  up  money  in  the  country.  The  most  effective  of 
these  is  the  specious  plea  of  employing  our  own  countrymen 
and  our  national  industry,  instead  of  feeding  and  supporting 
the  industry  of  foi-eigners.  The  answer  to  this,  from  the  prin- 
ciples laid  down  in  t'ormer  chapters,  is  evident.  Without 
revei'tinir  to  tlie  fundamental  theorem  discussed  in  an  earlv 
part  of  the  [»rrsent  treatise, "^'^  respecting  the  nature  and 
s(»unes  ol'  emplovmciit  f(M*  labour,  it  is  sufficient  to  sav. 
w]i;it  lias  u>ii;illy  'mmmi  *^;ii(l  by  the  advocates  of  free  trade, 
that  tlie  alternative  is  not  hetween  em])loying  our  own  peo- 
ple and  forei^^niei's,  but  1)etween  eni]>loying  one  class  and 
another  of  our  own  |»e<.]tle.  The  iiji]>orted  commoditv  is 
always  [laid  lor,  <lireetly  or  indirectly,  with  the  produce  of 
«»nr  own  in<ln.-try  :  that  indu-try  being,  at  the  same  time, 
rendered  in(»re  pro(bictive.  since,  with  the  same  labour  and 
outhiy,  we  are  en:d>le<l  to  ])(»>ses<  ourselves  of  a  greater 
ijuantity  of  the  article.     Those  who  have  not  well  consid- 
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ered  the  subject  are  apt  to  suppose  that  our  exporting  an 
equivalent  in  our  own  produce,  for  the  foreign  articles  wo 
consume,  depends  on  contingencies— on  the  consent  of  for- 
eign countries  to  make  some  corresponding  relaxation  of 
their  own  restrictions,  or  on  the  question  whether  those 
from  whom  we  buy  are  induced  by  that  circumstance  to 
buy  more  from  us ;  and  that,  if  these  things,  or  things 
eciuivalent  to  them,  do  not  happen,  the  payment  must  be 
made  in  money.  Now,  in  the  first  place,  there  is  nothing 
more  objectionable  in  a  money  payment  than  in  payment 
by  any  other  medium,  if  the  state  of  the  market  makes  it 
the  most  advantageous  remittance;  and  the  money  itself 
was  first  acquired,  and  would  again  be  replenished,  by  the 
export  of  an  equivalent  value  of  our  own  products.  But,  in 
the  next  place,  a  very  short  interval  of  paying  in  money 
would  so  lower  prices  as  either  to  stop  a  part  of  the  import- 
ation, or  raise  up  a  foreign  demand  for  our  produce,  suffi- 
cient to  pay  for  the  imports.  I  grant  that  this  disturbance 
of  the  equation  of  international  demand  would  be  in  some 
degree  to  our  disadvantage,  in  the  purchase  of  other  im- 
ported articles ;  and  that  a  country  which  prohibits  some 
foreign  commodities,  does,  casUris  parihus^  obtain  those 
which  it  does  not  prohibit,  at  a  less  price  than  it  would 
otherwise  have  to  pay.  To  express  the  same  thing  in  other 
words ;  a  country  which  destroys  or  prevents  altogether 
certain  branches  of  foreign  trade,  thereby  annihilating*  a 
general  gain  to  the  world,  which  would  be  shared  in  some 
j)roportion  between  itself  and  other  countries — does,  in  some 
circumstances,  draw  to  itself,  at  the  expense  of  foreigners,  a 
larger  share  than  would  else  belong  to  it  of  the  gain  arising 
from  that  portion  of  its  foreign  trade  which  it  suffers  to  sub- 
sist. But  even  this  it  can  only  be  enabled  to  do,  if  foreign- 
ers do  not  maintain  equivalent  prohibitions  or  restrictions 
against  its  commodities.  In  any  case,  the  justice  or  expe- 
diency of  destroying  one  of  two  gains,  in  order  to 
rather  larger  share  of  the  other,  does  not  reqni 
cussion  ;  the  gain,  too,  which  is  destroyed,  beii 
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tioii  to  the  ma^i^utiide  of  the  transactions,  the  larger  of  the 
two,  since  it  is  the  one  which  capital,  left  to  itself,  is  sup- 
posed to  seek  by  preference. 

Defeated  as  a  general  theory,  the  Protectionist  doctrine 
finds  support  in  some  particular  cases,  from  considerations 
Avhich,  when  really  in  point,  involve  greater  interests  than 
mere  saving  of  labour  ;  tlie  interests  of  national  subsistence 
and  of  national  defence.  The  discussions  on  the  Corn  Laws 
have  familiarized  everybody  with  the  plea,  that  we  ongbt 
to  be  independent  of  foreigners  for  the  food  of  the  people  ; 
and  tbe  Navigation  Laws  were  grounded,  in  theory  and 
profession,  on  tbe  necessity  of  ]\eej)ing  up  a  "  nursery  of 
seamen  "  for  tbe  navy.  On  this  last  subject  I  at  once  admit, 
that  the  o]»ic'(',t  is  worth  tbe  sacrifice;  and  that  a  country 
exposed  to  invasion  by  sea,  if  it  cannot  otherwise  have  suffi- 
cient ships  and  sailors  of  its  own  to  secure  the  means  of 
manning  on  an  emergency  an  adequate  fleet,  is  quite  right 
in  obtaining  those  nieans,  even  at  an  economical  sacrifice  in 
point  of  (beapness  of  transport.  When  tbe  English  naviga- 
tion laws  were  enacted,  the  Dutch,  from  their  maritime 
skill  and  their  low  rate  of  ]>rofit  at  home,  were  al)le  to  car- 
ry tor  other  nations,  England  included,  at  cheaper  rates 
than  tbo>e  nations  could  carry  for  tbenislves:  which  }>la{H'd 
all  otlicr  countries  at  a  irreat  comi>arative  disadvantaire  in 
obtaining  exj^ei'icnced  seamen  for  their  sbi])s  of  war.  Tbe 
Naviiration  Laws,  bv  which  this  deticiencv  was  remedied, 
aTid  at  tlie  same  time  a  blow  struck  airainst  the  maritime 
po\v«i'  of  a  nation  with  which  England  was  then  frequently 
engMLTed  in  hostilities,  wei-e  jtrobably,  though  economically 
di<advantage< »ns.  ])oh'tically  e\]>edient.  Ihit  English  ships 
and  sjiihu's  can  now  navii:'ate  as  cheai)lv  as  those  of  any 
other  couiiti'\  :  maintaining  at  least  an  e<|Ujd  competition 
with  tlie  Miliei'  ni:ii"itinie  nations  even  in  their  own  trade. 
The  end-  ^\llirll  inav  once  have  iu>titied  Xavii^ation  Laws, 
rcfpiire  theiii  no  loHL'^iT.  and  afi'orde*!  no  reason  for  main- 
taining t]ii<  invidious  e\ee]>tion  to  the  general  rule  of  free 
tradr. 
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With  regard  to  subsisteDce,  the  plea  of  the  Protection- 
ists lias  been  so  often  and  so  triumphantly  met,  tliat  it 
requires  little  notice  here.  That  country  is  the  most  stead- 
ily as  well  as  the  most  abundantly  supplied  with  food, 
which  draws  its  supplies  from  the  largest  surface.  It  is 
ridiculous  to  found  a  general  system  of  policy  on  so  im- 
probable a  danger  as  that  of  being  at  war  with  all  the 
nations  of  the  world  at  once ;  or  to  suppose  that,  even  if  infe- 
rior at  sea,  a  whole  country  could  be  blockaded  like  a  town, 
or  that  the  growers  of  food  in  other  countries  would  not 
be  as  anxious  not  to  lose  an  advantageous  market,  as  we 
should  be  not  to  be  deprived  of  their  com.  On  the  subject, 
however,  of  subsistence,  there  is  one  point  which  deserves 
more  esj>ecial  consideration.  In  cases  of  actual  or  appre- 
hended scarcity,  many  countries  of  Europe  are  accustomed 
to  stop  the  exportation  of  food.  Is  this,  or  not,  sound  policy  ? 
There  can  be  no  doubt  that  in  the  present  state  of  inter- 
national morality,  a  people  cannot,  any  more  than  an  indi- 
vidual, be  blamed  for  not  starving  itself  to  feed  others. 
But  if  the  greatest  amount  of  good  to  mankind  on  the 
whole,  were  the  end  aimed  at  in  the  maxims  of  internation- 
al conduct,  such  collective  churlishness  would  certainly  be 
condemned  by  them.  Suppose  that  in  ordinary  circum- 
stances the  trade  in  food  were  perfectly  free,  so  that  the 
pri(?e  in  one  country  could  not  habitually  exceed  that  in 
any  other  by  more  than  the  cost  of  carriage,  together  with 
a  moderate  profit  to  the  importer.  A  general  scarcity  en- 
sues, affecting  all  countries,  but  in  unequal  degrees.  If  the 
price  rose  in  one  country  more  than  in  others,  it  would  be  a 
])roof  that  in  that  country  the  scarcity  was  severest,  and 
that  by  permitting  food  to  go  freely  thither  from  any  other 
country,  it  would  be  spared  from  a  less  urgent  necessity  to 
relieve  a  greater.  When  the  interest,  therefore,  of  all  coun- 
tries are  considered,  free  exportation  is  desirable.  To  the 
exporting  country  considered  separately,  it  may,  at  least  on 
the  particular  occasion,  be  an  inconvenience :  but  taking 
into  account  that  the  country  which  is  now  the  giver,  will 
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in  some  future  season  be  the  receiver,  and  the  one  that  is 
benefited  bv  tlie  freedom,  I  cannot  but  think  that  even  to 
the  apprehension  of  food-rioters  it  miglit  be  made  apparent, 
that  ill  such  cases  they  shoukl  do  to  others  what  they  would 
wish  done  to  themselves. 

In  countries  in  wliich  the  svstem  of  Protection  is  declin- 
ing,  but  not  yet  wliolly  given  up,  sucli  as  the  United  States, 
a  doctrine  luxs  come  into  notice  wliich  is  a  sort  of  compro- 
mise between  free  trade  and  restricticm,  namely,  that  protec- 
tion for  protection's  sake  is  improper,  but  that  there  is  noth- 
ing objcctional)le  in  having  as  much  protection  as  may  inci- 
dcnt;iliv  re  111 t  from  a  tariff  framed  solely  for  revenue. 
Even  in  England,  regret  is  sometimes  expressed  that  a 
'' mo<lcrnt(*  lixcd  duty  ''  was  not  preserved  on  corn,  on  ac- 
count of  llie  revenue  it  would  yield.  Independently,  liow- 
evei',  of  the  geni'ial  imp(»Hcy  of  taxes  on  the  necessaries  of 
life,  this  doctrine  overlooks  the  fact,  that  revenue  is  received 
only  on  the  (juantity  imported,  but  that  the  tax  is  paid  on 
the  (*nti]"c  (piantiry  consumed.  To  make  the  public  pay 
iiiiich  that  the  trea>urv  mav  receive  a  little,  is  no  eliijiblc 
mode  of  obtaining  a  revenue.  In  the  case  of  manufactured 
articles  the  docti'inc  invoKcs  a  j)al[)able  inconsistency.  Tlie 
object  of  the  (liitv  as  a  means  of  revenue,  is  inconsistent 
with  its  aftbrdiiiir.  even  incidentallv,  anv  lU'otection.  It 
can  oidy  opciate  as  protection  in  so  far  as  it  prevents  im- 
portation ;  and  to  whate\or  degree  it  prevents  importation, 
it  alfords  no  revenue. 

Tlie  <»iilv  c:i<e  in  whi<'h,  on  mere  principles  of  political 
ecniioi!iv.  itrntectiniT  duties  can  l)e  defensible,  is  when  tliev 
are  iin])o-e(l  tcmpnrnrily  (e-]'ecially  in  a  young  and  rising 
nation  I  in  hopis  of  natni'alizinu:  a  torriixn  indiistrv,  in  itself 
)M  rtectiv  ,-uitalile  to  tlie  circuin^taiice^  of  the  countrv.  Tlic 
.-ii)i<  riMi"irv  ot'  (HH'  country  over  another  in  a  branch  of  pro- 
duction, often  arises  only  from  ha\  ing  begun  it  sooner. 
Tliefe  nia\-  i>e  no  inherent  ad\'antaL'"<'  <>n  one  ])art,  or  disad- 
Nantaire  on  the  other,  lnit  only  a  present  superiority  of  ac- 
(piirc(l  >kill  and  e\peri<'nce.     A  country  which  has  this  skill 
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aiul  experience  yet  to  acquire,  may  in  other  respects  be  bet- 
ter adapted  to  the  production  tlian  those  which  were  earlier 
in  the  field  ;  and  besides,  it  is  a  just  remark  of  Mr.  Rae, 
that  nothing  has  a  greater  tendency  to  promote  improve- 
ments in  any  branch  of  production,  than  its  trial  under  a 
new  set  of  conditions.  But  it  cannot  be  expected  that  indi- 
viduals should,  at  their  own  risk,  or  rather  to  their  certain 
loss,  introduce  a  new  manufacture,  and  bear  the  burden  of 
carrying  it  on,  until  the  producers  have  been  educated  up 
to  the  level  of  those  with  whom  the  processes  are  tradition- 
al. A  protecting  duty,  continued  for  a  reasonable  time, 
will  sometimes  be  the  least  inconvenient  mode  in  which  the 
nation  can  tax  itself  for  the  support  of  such  an  experiment. 
But  the  protection  should  be  confined  to  cases  in  which 
there  is  good  ground  of  assurance  that  the  industiy  which 
it  fosters  will  after  a  time  be  able  to  dispense  with  it ;  nor 
should  the  domestic  producers  ever  be  allowed  to  expect 
that  it  will  be  continued  to  them  beyond  the  time  necessary 
for  a  fair  trial  of  what  they  are  capable  of  accomplishing. 

There  is  only  one  part  of  the  Protectionist  scheme  which 
requires  any  further  notice  :  its  policy  towards  colonies,  and 
foreign  dependencies ;  that  of  compelling  them  to  trade  ex- 
clusively with  the  dominant  country.  A  country  which 
thus  secures  to  itself  an  extra  foreign  demand  for  its  com- 
modities, undoubtedly  gives  itself  some  advantage  in  the 
distribution  of  the  general  gains  of  the  commercial  world. 
Since,  however,  it  causes  the  industry  and  capital  of  the 
colony  to  be  diverted  from  channels,  which  are  proved  to 
be  the  most  productive,  inasmuch  as  they  are  those  into 
which  industry  and  capital  spontaneously  tend  to  flow  ; 
there  is  a  loss,  on  the  whole,  to  the  productive  i  owcrs  of 
the  world,  and  the  mother  country  does  not  gain  so  much 
as  she  makes  the  colony  lose.  If,  therefore,  the  mother 
country  refuses  to  acknowledge  any  reciprocity  of  obliga- 
tions, she  imposes  a  tribute  on  the  colony  in  an  indirect 
mode,  greatly  more  oppressive  and  injurious  than  the  di- 
rect.   But  if,  with  a  more  equitable  spirit,  she  submits  her- 
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self  to  corresponding  restrictions  for  the  benefit  of  the  colo- 
ny, the  result  of  tlie  whole  transaction  is  the  ridiculous  one, 
that  each  party  loses  much,  in  order  that  the  other  may 
gain  a  little. 

§  2.  Next  to  the  system  of  Protection,  among  mis- 
chievous interferences  with  the  spontaneous  course  of  indus- 
trial transactions,  may  be  noticed  certain  interferences  with 
contracts.  One  instance  is  that  of  the  Usury  Laws.  Tliese 
originated  in  a  religious  prejudice  against  receiving  interest 
on  moncv,  derived  from  that  fruitful  source  of  mischief  in 
modern  Enro[>e,  the  attempted  adaptation  to  Christianity 
of  doctrines  and  })i'ecepts  drawn  from  the  Jewish  law.  In 
Malionicdan  nations  the  receiving  of  interest  is  formally  in- 
terdicted, and  riu'idlv  abstained  from  ;  and  Sismondi  has 
noticed,  as  one  among  the  causes  of  the  industrial  inferior- 
ity of  the  Catholic,  compared  w^ith  the  Protestant  parts  of 
Eui'ope,  that  the  Catholic  church  in  the  middle  ages  gave 
its  san(ti(»n  t«»  the  same  prejudice  ;  which  subsists,  impaired 
but  not  desti'oycd,  wherever  that  religion  is  acknowledged. 
Where  law  or  conscientious  scruples  prevent  lending  at  in- 
tcre>t,  the  capital  which  belongs  to  ])ersons  not  in  busmess 
is  lost  to  productive  i)urposcs,  or  can  be  applied  to  them 
only  in  j)cculiar  circnnistances  of  personal  connection,  or  by 
a  subterfuge.  Industry  is  thus  limited  to  the  capital  of  the 
undcrtakei's,  and  to  what  they  can  borrow  from  pei'sons  not 
]M)iin<l  by  tlic  <anie  laws  or  religion  as  themselves.  In 
Mnssnlmnn  numtries  the  l)ankers  and  monev  dealers  are 
eillier  IIIjhI'xk,  Armenians,  or  Jews. 

In  more  ini])roved  countries,  leirislation  no  longer  dis- 
(MMintenanees  tlie  I'ccelpt  of  an  e<piivalent  for  money  lent  ; 
but  it  lias  evei-\  wberr-  inte!-fere<l  with  the  free  airencv  of  the 
lender  and  Ixnrnwi'r,  b\-  tixiiii^^  a  le}/'"d  b'mit  to  the  rate  of 
inter«'>t,  an<l  making  the  i-eeeii»t  of  more  than  the  appointed 
maxinmni  a  penal  «»Hence.  This  re.'^triction,  though  aj)- 
jtrovrd  by  Adam  Smith,  has  l>een  condemned  by  all  en- 
]i;^htrned    jK-rsttus    since    the    trium]>hant   onslaught   mado 
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upon  it  by  Bcntliam  in  liis  "  Letters  on  TJenry,"  wliich  may 
still  be  referred  to  as  the  best  extant  writitifr  on  the  subject. 
Legislators  may  enact  and  maintain  Usury  Laws  from 
one  of  two  motives :  ideas  of  public  policy,  or  concern  for 
the  interest  of  the  parties  in  the  contract ;  in  this  case,  of 
one  party  alone,  tlie  borrower.  As  a  matter  of  policy,  the 
notion  may  jiossibly  te,  tliat  it  is  for  the  general  good  that 
interest  should  be  low.  It  ts  however  a  misapprehension 
of  the  causes  wliicli  influence  commercial  transactions,  to 
BUp[>ose  that  the  rate  of  interest  is  really  made  lower  by 
law,  than  it  would  be  made  by  the  si>ontancou&  play  of  sup- 
ply and  demand.  If  the  competition  of  bon-owers,  left  un- 
restrained, would  raise  the  rate  of  interest  to  six  per  cent, 
this  proves  that  at  live  there  would  be  a  greater  demand 
for  loans,  than  there  is  capital  in  the  market  to  supply.  If 
the  law  in  these  circumstances  permits  no  interest  beyond 
five  per  cent,  there  will  be  some  lenders,  who  not  choosing 
to  disobey  the  law,  and  not  being  in  a  condition  to  employ 
their  capital  otherwise,  will  content  themselves  with  the  le- 
gal rate  :  but  others,  finding  that  in  a  season  of  pressing  de- 
mand, more  may  be  made  of  their  capital  by  other  means 
than  they  are  permitted  to  make  by  lending  it,  will  not  lend 
it  at  all ;  and  the  loanable  capital,  already  too  small  for  the 
demand,  will  be  still  further  diminished.  Of  the  disap- 
pointed candidates  there  will  be  many  at  such  periods,  who 
nmst  have  their  necessities  supplied  at  any  price,  and  these 
will  readily  find  a  third  section  of  lenders,  who  will  not  be 
averse  to  join  in  a  violation  of  the  law,  either  by  circuitous 
transactions  partaking  of  the  nature  of  fraud,  or  by  relying 
on  the  lionour  of  the  borrower.  The  extra  exixsiise  of  the 
rounduboiit  mode  of  proceeding,  and  an  et^uivalent  for  the 
risk  of  non-pay  tiiont  and  of  le^al  penalties,  must  be  paid  by 
the  borrower,  over  and  iilmn'  ilit.>  ■.'\tr»  iiitiTi'.-t  whirh  would 
have  been  refjuired  of  liim  by  the  general  stale  of  tiiea 
ket.  Tlie  laws  which  were  intended  to  lower  the  prioe'l 
by  him  for  pecuniary  accommo^iaiM^^iu  ili| 
increasing  it.     These  hiws  have  fl 
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teiulenoy.  Knowing  tlie  difficulty  of  detecting  an  illegal 
pecuniary  transaction  between  two  persons,  in  which  no 
third  person  is  involved,  so  hmg  as  it  is  the  interest  of  both 
to  keep  tlie  secret,  k^gislators  have  adopted  tlie  expedient 
of  tenii>ting  the  borrower  to  become  the  informer,  by  mak- 
ing the  annuhnent  of  the  debt  a  part  of  the  penalty  for  the 
oflence  ;  thus  rcwardiiig  men  for  obtaining  the  property  of 
others  by  false  i^onnses,  and  then  not  only  refusing  pay- 
ment, but  invoking  legal  penalties  on  those  who  have  helped 
them  in  their  need.  The  moral  sense  of  mankind  ver^' 
rightly  infamizes  those  who  resist  an  otherwise  just  claim 
on  the  ground  of  usury,  and  tolerates  such  a  plea  only  when 
resorted  to  as  the  be>t  letiral  defence  available  a^^ainst  an  at- 
tempt  really  con-idert'd  as  partaking  of  fraud  or  extortion. 
But  this  veiy  severity  of  j)ublic  opinion  renders  the  enforce- 
ment of  the  laws  so  ditlicult,  and  the  infliction  of  the  penal- 
ties so  rare,  that  when  it  does  occur  it  merely  victimizes  an 
individual,  and  has  no  effect  on  general  practice. 

In  >o  far  a.^  the  motive  of  the  restriction  may  be  sup- 
])oSL'd  to  be,  not  j)ul)lir  policy,  l)ut  regard  for  the  interest  of 
tlie  borrower,  it  would  be  ditlicult  to  ]>oint  out  any  case  in 
which  such  tenderness  on  the  legislator's  part  is  more  mis- 
|>laced.  A  jMMson  of  sane  mind,  and  of  the  age  at  which 
pci'>oiis  are  legally  competent  to  conduct  their  own  con- 
ceiiis,  mu>t  be  }irc>unicd  to  be  a  sutficient  guardian  of  his 
]»e<-iniiary  interests.  If  he  may  sell  an  estate,  or  grant  a  re- 
]<'a-«\  or  as-iL^i  away  all  his  propei'ty,  without  control  tr(»m 
the  biw,  it  M'eiii>  '.  (Mv  unnecessary  that  the  onlv  bari^ain 
wliicli  lie  cannot  make  without  its  intermeddling,  should  be 
a  loan  of  nmney.  Tbe  law  seems  to  pi'esume  that  the 
niniiey-lriidtr,  dealing  with  iiece»it(»us  j>er>ons,  can  take 
ad\aiitagf  <>t'  tbcir  n< ce-.-itie^,  and  exact  conditions  limited 
onl\  ]»\  hi.-  own  nlea.-iire.  It  nniiht  be  so  if  there  were 
(Md\  oiir  iiiniKx -Iriidci-  witbiu  rcacli.  Jbit  when  there  is  the 
^\b«•]e  nione\.(]  cajdtal  <»f  a  wealtby  community  to  resort 
tt',  h(.  bMiTowcr  i>  ]>laced  under  any  di.-ad vantage  in  the 
niaiket    iiiertlx    Itv  tbe  nivncv  of  hi^  need.     If  he  cannot 
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borrow  at  the  interest  paid  by  other  people,  it  must  be  be- 
eaube  he  cannot  give  such  good  security :  and  competition 
will  limit  the  extra  demand  to  a  fair  equivalent  for  the  risk 
of  his  proving  insolvent.  Though  the  law  intends  favour  to 
the  borrower,  it  is  to  him  above  all  that  injustice  is,  in  this 
case,  done  by  it.  What  can  be  more  unjust  than  that  a 
person  who  cannot  give  perfectly  good  security,  should  be 
prevented  from  borrowing  of  persons  who  are  willing  to 
lend  money  to  him,  by  their  not  being  permitted  to  receive 
the  rate  of  interest  which  would  be  a  just  equivalent  for 
their  risk  ?  Through  the  mistaken  kindness  of  the  law,  he 
must  either  go  without  the  money  wliich  is  perhaps  neces- 
sary to  save  him  from  much  greater  losses,  or  be  driven  to 
expedients  of  a  far  more  ruinous  description,  which  the  law 
either  has  not  found  it  possible,  or  has  not  happened,  to  in- 
terdict. 

Adam  Smith  rather  hastily  expressed  the  opinion,  that 
only  two  kinds  of  persons,  "  prodigals  and  projectors,"  could 
require  to  borrow  money  at  more  than  the  market  rate  of 
interest.  lie  should  have  included  all  persons  who  are  in  any 
pecuniary  ditficulties,  however  temporary  their  necessities 
may  be.  It  may  happen  to  any  person  in  business,  to  be 
disappointed  of  the  resources  on  which  he  had  calculated 
for  meeting  some  engagement,  the  non-fulfilment  of  which 
on  a  fixed  day  would  be  bankruptcy.  In  periods  of  com- 
mercial difliculty,  this  is  the  condition  of  many  prosperous 
mercantile  firms,  who  become  competitors  for  the  small 
amount  of  disposable  capital  which,  in  a  time  of  general 
distrust,  the  owners  are  willing  to  part  with.  Up  to  the 
relaxation  of  the  usury  laws  a  few  years  ago,  the  limitations 
imposed  by  those  laws  were  felt  as  a  most  serious  ag^rava 
tion  of  every  commercial  crisis.  Merchants  wlio  could  have 
obtained  the  aid  they  required  at  an  interest  of  seven  or 
eight  per  cent,  for  short  periods,  were  obliged  to  give  20  or 
30  per  cent.,  or  to  resort  to  forced  sales  of  goods  at  a  still 
greater  loss.  Experience  having  obtruded  these  evils  on 
the  notice  of  Parliament,  a  sort  of  compromise  took  place, 
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of  which  English  Icgishition  afforda  bo  many  instances,  and 
whith  hflps  to  niaki;  our  laws  and  policy  the  mass  of  incon- 
sisti-ncy  that  they  are.  The  law  was  reformed  as  a  person 
refnrniB  a  tiylit  shoe,  who  ciitB  a  hole  in  it  where  it  pinches 
hardest,  and  continues  to  wear  it.  Ketaining  the  erroneous 
in-ineiple  as  a  general  rule,  Parliament  allowed  an  excep- 
tion in  thi:  ease  in  whidi  the  practical  mischief  was  most 
flaj^ant.  It  left  the  usury  laws  unrepealed,  but  exempted 
bills  of  exchange,  of  not  more  than  tliree  months'  date,  from 
their  operation.  Some  years  afterwards  tlie  laws  were  re- 
pealed iii  rcf^ai'd  to  all  other  contracts,  but  left  in  force  as  to 
III!  those  which  relate  to  land.  J*'ot  a  particle  of  reason  could 
be  given  for  making  this  extraordinary  distinction  ;  but  the 
"ayi'iculMira!  mini!"  was  of  opinion  that  the  interest  on 
mortgages,  though  it  hardly  over  came  up  to  the  permitted 
point,  would  cinue  np  to  a  still  higher  point ;  and  the  usury 
laws  were  maintained  that  the  landlords  might,  as  they 
thought,  be  enabled  to  1x)itow  hclow  the  market  rate,  as  the 
corn-laws  were  kept  up  that  the  same  class  might  be  able 
to  sell  cum  above  the  market  rate.  The  modesty  of  the 
pretension  was  (jiiite  worthy  of  the  intelligence  which  could 
think  that  the  end  aimed  at  was  in  any  way  forwarded  by 
the  means  need. 

Witli  regard  to  the  *'  prodigals  and  projectors  "  spoken 
of  by  Adam  Siiiilh;  no  law  can  prevent  a  prodigal  from 
I'uining  himself',  unless  it  lays  hhn  or  his  properly  under  ac- 
tnal  rtMraint.  accru'ding  tu  the-  unjustifiable  ])ra(-tice  of  the 
lioinan  Law  and  some  of  the  Continental  systems  founded 
on  it.  TIic  only  eficet  of  ueury  law  upon  a  prodigal,  is  to 
make  his  ruin  rather  more  ex]ieditions,  by  driving  him  to  a 
ili^ri'putablc  class  of  money-dealers,  and  rendering  the  eon- 
dltions  nion-  onerous  by  the  extra  risk  created  by  the  law. 
As  tnr  projei'tors,  a  term,  in  its  unfavourable  sense,  rather 
nul'iiirly  apjjlieil  to  every  person  who  has  a  project;  such 
1,'iw.-  n.ay  put  a  veto  uimn  the  prnsccntion  of  the  most  prom- 
i^iiiL,'  enterprise,  when  iilarined,  as  it  generally  is,  by  a  per- 
son who  docs  nut  possess  I'apital  ade*piale  to  its  successful 
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completion.  Many  of  the  greatest  inipn>veinonts  \vor\*  at 
firfit  looked  shyly  on  by  capitalists,  and  had  to  wait  long 
before  they  found  one  sufficiently  adventunnis  to  bo  tho 
first  in  a  new  path  :  many  years  elaj^sed  l>oforo  Stephonsi^u 
could  convince  even  the  enterprising  niort»antilo  public  of 
Liverpool  and  Manchester,  of  the  advantage  of  substituting 
railways  for  tnmpike-roads ;  and  plans  on  which  givut  la- 
l>our  and  large  sums  have  been  expended  with  little  visible 
result,  (the  epoch  in  their  progress  when  prinlictions  of  tail* 
nre  are  most  rife,)  may  be  indefinitely  suspcndinl,  ov  alto- 
gether dropped,  and  the  outlay  all  lost,  if,  when  the  (»riginiU 
funds  are  exhausted,  the  law  will  not  allow  mort<  to  Iw 
raised  on  the  terms  on  which  j^eople  are  willing  ti>  expose  It 
to  the  chances  of  an  enterprise  not  yet  secure  of  siuh'chh. 

§  3.  Loans  are  not  the  only  kind  of  contract,  of  wliicli 
governments  have  thought  themsclvi^s  <pmlififcl  to  it^giiliiif 
the  conditions  better  than  the  pcrrions  intcrt'htt»<l.  TImmt  in 
scarcely  any  commodity  which  they  have  not,  at  homic  pliici' 
or  time,  endeavoured  to  make  either  dcan?r  or  <'hcapcr  thnn 
it  would  be  if  left  to  itself.  Tlie  most  plaunible  caw  for  iirti- 
ficially  cheapening  a  commodity,  is  that  of  food.  'I'Im*  <h" 
sirableness  of  the  object  is  in  this  case  undeniable.  Hut 
since  the  average  price  of  ftxxl,  like  that  of  other  things, 
conforms  to  the  cost  of  pro<lucticm  with  the  a<ldition  of  th« 
usual  profit ;  if  this  price  is  not  exported  by  the  faruMr,  he 
will,  unless  compelled  by  law,  produce  no  more  than  he  re- 
quires for  his  own  conftumi>tion :  and  the  law  therefon?,  if 
absolutely  determined  to  have  frxxl  cln«i>er,  nnmt  fmbulitiit*!, 
for  the  ordinaiy  motives  to  cultivation,  a  hyhteni  of  jmuhI 
ties.  If  it  slirinks  from  doing  thin,  it  has  no  rcw/Hine  but 
that  of  taxing  the  wliole  nation,  Uf  give  a  l^iunty  or  pnv 
mium  to  the  grower  or  imjKirter  of  r'^^rn,  i\iUh  giving  every 
body  cheap  bread  at  the  exi^jn-^e  of  ail :  in  nalit y  a  larg<'B« 
to  those  who  do  not  pay  taxe^,  at  the  f:x\HtUfit:  ot  f  Ik/m;  who 
do ;  one  of  the  fonns  of  a  yrwXu-Ai  «:tiiientially  ba/J,  tliAl  of 
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eonvertitig  tlie  working  classes  into  un working  classes  by 
making  them  a  present  of  subsistence. 

It  is  not  however  so  much  the  general  or  average  price 
of  food,  as  its  occasional  high  price  in  times  of  emergency, 
which  governments  have  studied  to  reduce.  In  some  cases, 
as  for  example  the  famous  "  maximum  "  of  the  revolution- 
ary government  of  1703,  the  compulsory  regulation  was  an 
attempt  by  the  ruling  j>owers  to  counteract  the  necessary 
consequences  of  their  own  acts ;  to  scatter  an  indefinite 
abundance  of  the  circulating  medium  with  one  hand,  and 
keej)  down  pi'ices  with  the  other ;  a  thing  manifestly  im- 
possible under  any  regime  except  one  of  unmitigated  terror. 
In  case  of  actual  scarcity,  governments  are  often  urged,  as 
tliL'V  were  in  tlie  Irish  emericenev  of  1847,  to  take  measures 
of  some  soil  for  moderating  the  price  of  food.  But  the 
price  of  a  thing  cannot  be  raised  by  deficiency  of  supply, 
l)eyond  what  is  sufficient  to  make  a  corresponding  reduction 
of  the  consumption  ;  and  if  a  government  prevents  this  re- 
diK'tion  from  being  brought  about  by  a  rise  of  price,  there 
remains  no  mode  of  eflecting  it  unless  by  taking  possession 
of  all  the  food,  and  seiving  it  out  in  rations,  as  in  a  besieged 
town.  In  a  real  scarcitv,  nothini^  can  afford  <z:eneral  relief, 
cx<'ej>t  a  determination  by  the  richer  classes  to  diminish 
their  own  eoiisniin)tion.  If  thev  buv  and  consume  their 
usual  quantity  of  I'ood,  and  content  themselves  with  giving 
money,  they  do  no  i^ood.  The  price  is  forced  up  until  the 
p(Mir<-t  eoin])etitoi's  have  no  longer  the  means  of  competing, 
and  the  ]»rivation  of  tbod  is  thrown  exclusively  upon  the 
iiidiLient,  the  other  rlas^es  l»eing  only  affected  pecuniarily. 
Wlien  tlie  sn|)])]y  is  insuflieient,  somebody  must  consume 
le-s.  and  it'  every  rieli  ]»ersoii  is  determined  not  to  be  that 
.-oiiirln. dy.  ;ill  tliev  do  by  subsidizing  their  jioorer  competi- 
tor- Is  lo  f. .re,'  up  tlie  price  so  much  tlie  higher,  with  no 
etlr/'t  1)ut  t<»  enricli  tlie  eorn-(lealer,  the  very  reverse  of  what 
is  dr'-irrd  l)v  Thn>(^  who  recommend  such  measures.  All 
that  L'o\t'rni!i«i)t<  can  do  in  such  emi urgencies,  is  to  counsel 
u  Lirneral  mod<i-atlon  in  con>umj~>tion,  and  to  interdict  such 
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kinds  of  it  as  are  not  of  primary  importance.  Direct  meas- 
ures at  the  cost  of  the  state,  to  procure  food  from  a  distance, 
are  expedient  when  from  peculiar  reasons  the  thing  is  not 
likely  to  be  done  by  private  speculation.  In  any  other  case 
they  are  a  great  error.  Private  speculators  will  not,  in  such 
cases,  venture  to  compete  with  the  government ;  and  though 
a  government  can  do  more  than  any  one  merchant,  it  cannot 
do  nearly  so  much  as  all  merchants. 

§  4.  Governments,  however,  are  oftener  chargeable 
with  having  attempted,  too  successfully,  to  make  things 
dear,  than  with  having  aimed  by  wrong  means  at  making 
them  cheap.  The  usual  instrument  for  producing  artificial 
deamess  is  monopoly.  To  confer  a  monopoly  upon  a  pro- 
ducer or  dealer,  or  upon  a  set  of  producers  or  dealers  not 
too  numerous  to  combine,  is  to  give  them  the  power  of  levy- 
ing any  amount  of  taxation  on  the  public,  for  their  indi- 
vidual benefit,  which  will  not  make  the  public  forego  the 
use  of  the  commodity.  "WTien  the  sharers  in  the  monopoly 
are  so  numerous  and  so  widely  scattered  that  they  are  pre- 
vented from  combining,  the  evil  is  considerably  less :  but 
even  then  the  competition  is  not  so  active  among  a  limited, 
as  among  an  unlimited  number.  Those  who  feel  assured  of  a 
fair  average  proportion  in  the  general  business,  are  seldom 
eager  to  get  a  larger  share,  by  foregoing  a  portion  of  their 
profits.  A  limitation  of  competition,  however  partial,  may 
have  mischievous  effects  quite  disproportioned  to  the  appar- 
ent cause.  Tlie  mere  exclusion  of  foreigners,  from  a  branch 
of  industry  open  to  the  free  competition  of  every  native, 
has  been  known,  even  in  England,  to  render  that  branch  a 
conspicuous  exception  to  the  general  industrial  energy  of 
the  country.  The  silk  manufacture  of  England  remained 
far  behind  that  of  other  countries  of  Europe,  so  long  as  the 
foreign  fabrics  were  prohibited.  In  addition  to  the  tax  lev- 
ied for  the  profit,  real  or  imaginary,  of  the  monopolists,  the 
consumer  thus  pays  an  additional  tax  for  their  laziness  and 
incapacity.    When  relieved  from  the  immediate  stimulus 
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of  competition,  producers  and  dc-alurs  grow  indifferent  to 
tlie  diftiites  of  tlieir  nltimate  pecuniary  interest ;  jireferring 
to  the  most  hopciiil  proapeeta,  the  present  ease  of  adliering 
to  routine.  A  i)ei-aon  who  is  already  thriving,  seldom  puis 
liiniselt'  out  of  his  way  to  romnicnce  even  a  hiorativc  im- 
provement, uiilesa  nrged  by  tlie  additional  motive  of  fear 
lest  some  rival  should  supplant  liim  by  getting  posseBsion 
of  it  before  liim. 

The  condemnation  of  monopolies  ought  not  to  extend  to 
patente,  Ly  wliich  the  originator  of  an  improved  procees  is 
allowed  to  enjoy,  for  a  limited  period,  the  exclusive  privi- 
lege of  nsing  his  own  improvement.  This  is  not  making 
the  commodity  dear  tor  his  benefit,  but  merely  postponing 
a  jjai-t  of  tiie  ini-reaswl  eheapiicss,  which  tlie  public  owe  to 
the  inventor,  in  order  to  compensate  and  reward  him  for 
the  service.  That  he  ought  to  be  both  compensated  and 
rewarded  for  it,  will  not  be  denied,  and  also  that  if  all  were 
at  once  allowed  to  avail  theniselvcs  of  his  ingcmiity,  with- 
out having  shared  the  lahoui-s  or  the  expenses  which  he  had 
to  incur  in  bringing  his  idea  into  a  practical  shape,  either 
such  expenses  and  labours  would  be  undergone  by  nobody, 
except  very  opulent  and  very  public-spirited  persons,  or  the 
state  must  put  a  value  on  the  service  rendered  by  an  in- 
ventor, and  make  him  a  pecuniary  grant.  This  has  been 
done  in  some  instances,  and  may  be  done  without  inconve- 
nience in  cases  of  very  conspicuous  public  benefit ;  but  in 
general  an  cxcbisive  privilege,  of  temjiorary  duration,  is 
l>rei'erable  ;  because  it  leaves  nothing  to  any  one's  discre- 
tion ;  because  the  reward  confeired  by  it  depends  upon  the 
invention's  being  found  useful,  and  the  greater  the  usefiil- 
ness  the  greater  the  rewawl ;  and  because  it  is  paid  by  the 
very  persons  to  whom  the  service  is  rendered,  the  consu- 
mers of  the  commodity.  So  decii-ive,  indeed,  are  tliose  con- 
siderations, that  if  the  system  of  patents  were  abandoned 
fur  that  of  rewards  by  the  state,  the  best  shape  which  these 
coiilil  nsRiiinc  would  be  that  of  a  small  temporary  tax,  im- 
posed for  the  inventor's  benefit,  on  all  pereons  making  use 


COMBINATION  LAWa  549 

of  the  invention.  To  this,  however,  or  to  any  other  system 
whieh  would  vest  in  the  state  the  power  of  deciding  wheth- 
er an  inventor  should  derive  any  pecuniary  advantage  from 
the  public  benefit  which  he  confers,  the  objections  are  evi- 
dently stronger  and  more  fundamental  than  the  strongest 
which  can  possibly  be  urged  against  patents :  and  I  have 
seen  with  real  alarm  several  recent  attempts,  in  quarters 
carrying  some  authority,  to  impugn  the  principle  of  patents 
altogether ;  attempts  which,  if  practically  successful,  would 
enthrone'  free  stealing  under  the  prostituted  name  of  free 
trade,  and  make  the  men  of  brains,  still  more  than  at  pres- 
ent, the  needy  retainers  and  dependents  of  the  men  of 
money-bags. 

§  5.  I  pass  to  another  kind  of  government  interfer- 
ence, in  which  the  end  and  the  means  are  alike  odious,  but 
which  existed  in  England  until  not  so  much  as  a  generation 
ago,  and  is  in  full  vigour  at  this  day  in  some  other  coun- 
tries. I  mean  the  laws  against  combinations  of  workmen  to 
raise  wages  ;  laws  enacted  and  maintained  for  the  declared 
purpose  of  keeping  wages  low,  as  the  famous  Statute  of  La- 
bourers was  passed  by  a  legislature  of  employers,  to  prevent 
the  labouring  class,  when  its  numbers  had  been  thinned  by 
a  pestilence,  from  taking  advantage  of  the  diminished  com- 
petition to  obtain  higher  wages.  Such  laws  exhibit  the  in- 
fernal spirit  of  the  slave  master,  when  to  retain  the  working 
classes  in  avowed  slavery  has  ceased  to  be  practicable. 

If  it  were  possible  for  the  working  classes,  by  combining 
among  themselves,  to  raise  or  keep  up  the  general  rate  of 
wages,  it  needs  hardly  be  said  that  this  would  be  a  thing 
not  to  be  punished,  but  to  be  welcomed  and  rejoiced  at. 
Unfortunately  the  effect  is  quite  beyond  attainment  by  sucli 
means.  The  multitudes  who  compose  the  working  class  are 
too  numerous  and  too  widely  scattered  to  combine  at  all, 
much  more  to  combine  effectually.  If  they  could  do  so, 
they  might  doubtless  succeed  in  diminishing  the  hours  of 
labour,  and  obtaining  the  same  wages  for  less  work.     But 
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if  tlicy  aimed  at  dbtaiiiing  actually  higher  wages  than  the 
rate  fixetl  by  demand  and  siijiply — the  rate  wliich  dietrib- 
iites  tlic  wlirile  lireiilatuig  capital  of  the  country  among 
the  entire  wurkiiig  population — this  eould  only  be  accom- 
jiliahed  by  keeping  a  part  of  their  number  peimanently  out 
of  employment.  As  support  from  public  charity  would  of 
course  he  refused  to  those  who  could  get  work  aud  would 
not  accept  it,  they  would  be  thrown  for  support  upon  the 
trades  union  of  which  they  were  merabera  ;  and  the  work- 
people collectively  M-oidd  Ijc  no  bettor  off  than  before,  hav- 
ing to  support  the  same  numbers  out  of  the  same  aggregate 
■wages.  In  this  way,  however,  the  class  would  have  its  at- 
tention forcibly  drawn  to  the  fact  of  a  superfluity  of  num- 
bers, and  to  the  ncecs.iily,  if  they  would  have  higher  wages, 
of  propiirtloniiig  the  supply  of  labour  to  the  demand, 

Cuiubiuations  to  keeji  up  wages  are  souietlmes  successful, 
in  trades  wiiere  the  workpeople  are  few  in  number,  and  col- 
lected in  a  small  number  of  local  centres.  It  is  questionable 
if  eonihinationsever  had  thesnudlcsteiTecton  the  permanent 
remuneration  of  spiimers  or  weuver.s;  but  the  jounieymeu 
type-fouudera,  li>  i  cl  l  co  1  u.ition,  are  able,  it  is  said,  to 
keep  up  a  rate  of  ^\  f,es  nil  cl  beyond  that  wliich  is  usual  in 
employments  of  ejuil  haidness  and  skill;  and  even  the 
tailors,  a  much  more  i  imieious  class,  are  understood  to  have 
had,  to  some  cxt  it  as  iiHrs  ece.ss.  A  rise  of  wages,  thus 
eoiifliied  to  partieuliir  employuipnts.  is  not  (like  a  rise  of  gen- 
iTid  wiit'i'sl  defrayed  from  profits,  luit  raises  the  value  aud 
prii-f  III'  the  purtieular  artii-lc,  and  falls  on  the  consumer; 
the  cup!  tali.-i  wJui  produces  the  commodity  being  only  injured 
in  .=n  far  as  the  high  price  lends  to  luirrow  the  market ;  and 
not  even  then,  unless  if  does  so  in  a  greater  ratio  tlian  that 
of  the  ri.se  of  jiriee ;  for  though,  at  higher  wages,  lie  employs, 
with  a  given  capital,  fewer  workpeople,  and  obtains  less  of 
the  eominodity,  yet.  if  he  can  pell  the  whole  of  this  dimin- 
i»hod  quantity  at  tlie  higlier  price,  his  profits  are  as  great  as 
before. 

Tills  partial  rise  of  wages,  if  not  gained  at  the  expense 
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of  the  remainder  of  the  working  class,  ought  not  to  be  re- 
garded as  an  evil.  The  consumer,  indeed,  must  pay  for  it ; 
but  cheapness  of  goods  is  desirable  only  when  the  cause  of 
it  is  that  their  production  costs  little  labour,  and  not  when 
occasioned  by  that  labour's  being  ill  remunerated.  It  may 
appear,  indeed,  at  first  sight,  that  the  high  wages  of  the  type- 
founders (for  example)  are  obtained  at  the  general  cost  of 
the  labouring  class.  This  high  remuneration  either  causes 
fewer  persons  to  find  employment  in  the  trade,  or,  if  not, 
must  lead  to  the  investment  of  more  capital  in  it,  at  the  ex- 
pense of  other  trades :  in  the  first  case,  it  throws  an  addi- 
tional number  of  labourers  on  the  general  market ;  in  the 
second,  it  withdraws  from  that  market  a  portion  of  the  de- 
mand ;  effects,  both  of  which  are  injurious  to  the  working 
classes.  Such,  indeed,  would  really  be  the  result  of  a  suc- 
cessful combination  in  a  particular  trade  or  trades,  for  some 
time  after  its  formation  ;  but  when  it  is  a  permanent  thing, 
the  principles  so  often  insisted  upon  in  this  treatise,  show 
that  it  can  have  no  such  effect.  Tlie  habitual  earnings  of 
the  working  classes  at  large  can  be  affected  by  nothing  but 
the  habitual  requirements  of  the  labouring  people :  these 
indeed  may  be  altered,  but  while  they  remain  the  same, 
wages  never  fall  permanently  below  the  standard  of  these 
requirements,  and  do  not  long  remain  above  that  standard. 
If  there  had  been  no  combinations  in  particular  trades,  and 
the  wages  of  those  trades  had  never  been  kej)t  above  the 
common  level,  there  is  no  reason  to  suppose  that  the  com- 
mon level  would  have  been  at  all  higher  than  it  now  is. 
Tliere  would  merely  have  been  a  greater  number  of  people 
altogether,  and  a  smaller  number  of  exceptions  to  the  ordi- 
nary low  rate  of  wages. 

If,  therefore,  no  improvement  were  to  be  hoped  for  in 
the  general  circumstances  of  the  working  classes,  the  success 
of  a  portion  of  them,  however  small,  in  keeping  their  wages 
by  combination  above  the  market  rate,  would  be  wholly  a 
matter  of  satisfaction.  But  when  the  elevation  of  the  char- 
acter and  condition  of  the  entire  body  has  at  last  become  a 
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tliiiifr  not  bevond  tlic  reacli  of  rational  effort,  it  is  time  that 
the  better  paid  classes  of  skilled  artisans  should  seek  their 
own  advantage  in  common  witli,  and  not  by  the  exclusion 
of,  their  fellow  lal)Ourers.  While  t,hey  continue  to  fix  their 
hopes  on  hedging  themselves  in  against  competition,  and 
protectini!*  their  own  wai!:es  bv  shutting  out  others  from 
access  to  their  employment,  nothing  better  can  be  expected 
from  tliein  tlian  that  total  absence  of  anv  large  and  generous 
aims,  tliat  almost  open  disregard  of  all  otlier  objects  than 
hiuli  waires  and  little  work  for  their  own  small  body,  which 
were  so  deplorably  evident  in  the  proceedings  and  manifes- 
toes of  tli(^  Amaluamated  Society  of  Engineers  during  their 
quarrel  with  their  employers.  Success,  even  if  attainable, 
in  I'ai.-ing  up  a  protected  class  of  working  people,  would 
now  be  a  hin<lrance,  instead  of  a  help,  to  the  emancipation 
of  the  working-  classes  at  larire. 

But  though  combinations  to  keep  up  wages  are  seldoni 
ert'ectual,  and  when  effectual,  are,  for  the  reasons  which  I 
liavL'  assigned,  seldom  desirable,  the  right  of  making  the 
attc!i)]>t  is  one  which  cannot  be  refused  to  any  portion  of 
the  Working  j)opulati<>n  without  great  injustice,  or  without 
the  probability  (»f  fatiilly  misleading  them  respecting  the 
circumstances  which  detenuine  their  condition.  So  lontr  as 
con ibiniit ions  to  raise  w:iii;es  were  prohibited  by  law,  the 
l:i\\'  appeared  to  the  (►[>eratives  to  be  the  real  cause  of  the 
low  w.iiies  wliich  there  was  no  denviuij:  that  it  had  done  its 
^)i'-\  u>  p!'()(lu(M'.  Kxperience  of  strikes  has  been  the  best 
t«  ;i(]i»i'  ..f  tlie  lalfourinir  classes  on  the  subject  of  the  relation 
between  wage-  aii<l  th<^  demand  and  supjdy  of  labour :  and 
it  i-  mn>t  iriijtortant  tliat  this  course  of  instruction  should 
:i'  -t  l>e  (li-tur]M'(l. 

It  i-  a  great  ri-ror  to  e(nidemii.  j>'  /'  S('  and  absolutely, 
eit'i'i"  trade-  union-  or  tlie  coHcctive  action  of  strikes.  I 
L-ruiit  that  a  sti-ike  i-  w  roiii:-  wluauwer  it  is  foolish,  and  it  is 
I'Mili-li  wlieu'-vcr  it  att('ni]>ts  to  rai>e  wages  al)Ove  that  mar- 
ket i':ite  whirh  is  rcufha'cd  pos-ible  by  the  demand  and 
^apl'ly.      r.nt  <l.inand  and  sn}>p]y  are  injt  physical  agencies, 
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which  thrust  a  given  amount  of  wages  into  a  labourer's 
hand  without  the  participation  of  his  own  will  and  actions. 
The  market  rate  is  not  fixed  for  him  by  some  self-acting 
instrument,  but  is  the  result  of  bargaining  between  human 
beings — of  what  Adam  Smith  calls  "  the  higgling  of  the 
market ; "  and  those  who  do  not  "  higgle  "  will  long  con- 
tinue to  pay,  even  over  a  counter,  more  than  the  market 
price  for  their  purchases.  Still  more  might  poor  labourers 
who  have  to  do  with  rich  employers,  remain  long  without 
the  amoimt  of  wages  which  the  demand  for  their  labour 
would  justify,  unless,  in  vernacular  phrase,  they  stood  out 
for  it :  and  how  can  they  stand  out  for  terms  without  organ- 
ized concert  ?  What  chance  would  any  labourer  have,  who 
struck  singly  for  an  advance  of  wages?  How  could  he 
even  know  whether  the  state  of  the  market  admitted  of  a 
rise,  except  by  consultation  with  his  fellows,  naturally  lead- 
ing to  concerted  action  ?  I  do  not  hesitate  to  say  that  asso- 
ciations of  labourers,  of  a  nature  similar  to  trades  unions,  far 
from  being  a  hindrance  to  a  free  market  for  labour,  are  the 
necessary  instrumentality  of  that  free  market ;  the  indis- 
pensable means  of  enabling  the  sellers  of  labour  to  take  due 
care  of  their  own  interests  under  a  system  of  competition. 
There  is  an  ulterior  consideration  of  much  importance,  to 
which  attention  was  for  the  first  time  drawn  by  Mr.  Henry 
Fawcett,  in  an  article  in  the  Wistminster  Review.  Expe- 
rience has  at  length  enabled  the  more  intelligent  trades  to 
take  a  tolerablv  correct  measure  of  the  circumstances  on 
which  the  success  of  a  strike  for  an  advance  of  wages 
depends.  The  workmen  are  now  nearly  as  well  informed  as 
the  ma^iter,  of  the  state  of  the  market  for  his  commodities  ; 
they  can  calculate  his  gains  and  his  expenses,  they  know 
when  his  trade  is  or  is  not  prosi>erous,  and  only  when  it  is, 
are  they  ever  again  likely  to  strike  for  higher  wages ;  which 
wages  their  known  readiness  to  strike  makes  their  employers 
for  the  most  part,  willing  in  that  case,  to  concede.  The 
tendency,  therefore,  of  this  state  of  things  is  to  make  a  rise 
of  wages,  in  any  particular  trade,  usually  consequent  upon 
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a  rise  of  prafita,  M^hich,  as  Mr,  Fawcett  obaerveB,  ie  a  com- 
iiiuiiceineiit  of  that  regular  particiiiation  of  the  labourers  in 
the  profits  derived  from  their  labour,  every  tendency  to 
wliii'h,  for  the  reiieon  stated  in  a  previous  ebapter,*  it  is  bo 
imiiijrtant  to  eiieoiiruj^'e,  eiiice  to  it  we  have  chiefly  to  look  for 
any  radical  inijiruveiiieiit  in  the  social  and  economical  rela- 
tion between  labour  and  capital.  Strikes,  therefore,  and  the 
trade  societies  which  render  strikes  possible,  are  for  these 
varioiifi  reasons  not  a  niiscliiuvoiis,  but  OD  tlie  contrary,  a 
valuable  part  of  the  existing  macbinery  of  society. 

It  is,  howe\'er,  an  indispensable  condition  of  tolerating 
conibiiiiitiuns,  that  they  f.liuiild  be  voluntary.  Ko  severity, 
necestary  lo  the  purpose,  is  too  great  to  he  employed  against 
attcuijitB  to  Compel  workmen  to  join  a  union,  or  take  part 
in  a  i^trike,  by  threaEs  ur  violence.  Mere  moral  compulsion 
by  tlie  ex]>ression  of  opinion,  the  law  ought  not  to  interfere 
with  ;  it  belongs  to  more  enliglilened  opinion  to  restrain  it, 
by  rectifying  the  moral  sentiments  of  the  people.  Otlier 
qiiCfttions  arise  when  the  eombinalion,  being  voluntary,  jiro- 
jioses  to  ileelf  objeets  really  contrary  to  the  public  good. 
High  wages  and  tlioil  hours  arc  generally  good  objeets,  or, 
at  all  evenlfe,  may  be  so :  hut  in  many  trades  unions,  it  is 
among  the  rules  that  there  shall  be  no  task  work,  or  no 
difference  of  pay  between  the  Uioj^t  ex]iert  workmen  and  the 
must  unskilful,  i.r  that  no  member  of  the  union  shall  earn 
more  thim  a  cci-tain  sum  per  week,  in  order  that  there  may 
be  more  cnjphiyineiit  fur  the  rest;  and  the  abolition  of 
piece  W'irk,  imdur  njuve  or  less  of  modification,  held  a  eon- 
ii]iieiioiis  place  among  the  demands  of  the  Amalgamated 
Society.  These  arc  combinations  to  effect  objects  which  are 
]iernieiouw.  ITicir  snccess,  even  when  only  partial,  is  a 
jmiilie  miseliicf;  ami  were  it  complete,  would  be  equal  in 
magiiiliide  to  almost  any  of  llie  evils  arising  from  bad 
eeonouiii-al  legislation.  Hardly  anything  worse  can  be 
Kiid  of  the  worst  lawt^  on  the  subject  of  industry  and  its 
rcmnni-raliun.  consistent  with  fbe  jiersonal  freedom  of  the 
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labourer,  than  that  they  place  the  energetic  and  the  idle, 
the  skilful  and  the  incompetent,  on  a  level :  and  this,  in  so 
far  as  it  is  in  itself  possible,  it  is  the  direct  tendency  of  the 
r^ulations  of  these  unions  to  do.  It  does  not,  however, 
follow  as  a  consequence  that  the  law  would  be  warranted 
in  making  the  formation  of  such  associations  illegal  and 
punishable.  Independently  of  all  considerations  of  consti- 
tutional liberty,  the  best  interests  of  the  human  race  impera- 
tively require  that  all  economical  experiments,  voluntarily 
undertaken,  should  have  the  fullest  license,  and  that  force 
and  fraud  should  be  the  only  means  of  attempting  to  bene- 
fit themselves,  which  are  interdicted  to  the  less  fortunate 
classes  of  the  community.* 

§  6.  Among  the  modes  of  undue  exercise  of  the 
power  of  government,  on  which  I  have  commented  in  this 
chapter,  I  have  included  only  such  as  rest  on  theories  which 
have  still  more  or  less  of  footing  in  the  most  enlightened 
countries.  I  have  not  spoken  of  some  which  have  done  still 
greater  mischief  in  times  not  long  past,  but  which  are  now 
generally  given  up,  at  least  in  theory,  though  enough  of 
them  still  remains  in  practice  to  make  it  impossible  as  yet 
to  claas  them  among  exploded  errore. 

The  notion,  for  example,  that  a  government  should 
choose  opinions  for  the  people,  and  should  not  suffer  any 
doctrines  in  politics,  morals,  law,  or  religion,  but  such  as  it 


*  Wlioever  wishes  to  understand  the  question  of  Trade  Combinations  as  seen 
from  the  point  of  view  of  the  working  people^  should  make  himself  acquainted 
with  a  pamphlet  published  in  1860  under  the  title  "Trades  Unions  and  Strikes, 
their  Philosophy  and  Intention,  by  T.  J.  Dunning,  Secretary  to  the  London  Con- 
solidated Society  of  Bookbinders.**  There  are  many  opinions  in  this  able  tract 
in  which  I  only  partially,  and  some  in  which  I  do  not  at  all,  coincide.  But 
there  are  also  many  sound  arguments,  and  an  instructive  exposure  of  the  com* 
mon  fallacies  of  opponents.  Readers  of  other  classes  will  see  with  surprise,  not 
only  how  great  a  portion  of  truth  the  Unions  have  on  their  side,  but  how  much 
less  flagrant  and  condemnable  even  their  errors  appear,  when  seen  under  the 
aspect  in  which  it  is  only  natural  that  the  working  classes  should  themselves  re- 
gard them. 
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approves,  to  be  jiriiitcd  or  publicly  professed,  may  be  said  to 

be  aitogetlicr  abaiiiionod  as  a  general  thesis.  It  is  now  well 
undcrstuud  tliat  a  n'giiiie  uf  this  sort  is  fatal  to  all  prosperity, 
cvi'ii  of  an  Cfononiical  kind :  that  the  human  mind,  when 
prevcntwl  L-illier  by  fear  uf  tlie  law  or  by  fear  of  opinion 
tVoiti  exLTL-ising  its  faculties  frculy  on  tlie  most  important 
subjects,  acquires  a  general  torpidity  and  imbecility,  by 
wLicli,  when  they  rcaeii  a.  eertain  point,  it  is  disqualified 
from  uiakiiig  any  considerable  advances  even  in  the  common 
affairsof  life,  and  which,  when  greater8ti]l,niabe  it  gradually 
lose  even  ite  previous  attainments.  Tbei'e  cannot  be  a  more 
dyeisive  examjile  than  Spain  and  Portugal,  for  two  centuries 
after  Uic  Refonnution.  Tlic  decline  of  those  countries  in 
national  yrcatiiess  and  even  in  materia!  civilization,  while 
almost  all  the  other  iialions  of  Europe  were  uninterruptedly 
advancing,  has  been  ascribed  to  various  causes,  but  tliere  is 
one  which  lies  at  the  foundation  of  them  all:  the  Ilnly 
IiKjuisitiou,  and  the  system  of  mental  t^lavery  of  which  it  is 
the  symbol. 

Yet  although  these  truths  are  very  widely  recognised, 
and  freedom  both  of  opinion  and  of  discussion  is  admitted 
as  an  axiom  in  all  free  countries,  this  apparent  liberality 
anil  tolcniucc  has  acquired  so  little  of  the  authority  of  a 
j'rinci]ilc.  that  it  is  always  ready  to  give  way  to  the  dread 
or  horror  iiispiivd  by  sonic  particular  sort  of  opinions, 
"Within  the  last  ten  or  fiitcen  years  several  individuals  have 
sufl'i-i'ed  imprir-ouuutit,  for  the  pidilic  profi'ssion,  sometimes 
in  a  \'ery  tuupeiate  nianiuM',  of  disbelief  in  religion  ;  and  it 
is  probable  that  butii  the  public  and  the  government,  at  the 
tirst  jianic  wliic'h  ari^'S  on  the  subject  of  Chartism  or  Com- 
munism, will  fly  to  similar  means  tor  checking  the  prop- 
agation of  democratic  or  anii-jiropcrty  doctrines.  In  this 
country,  however,  the  efteciive  ri'straints  on  mental  freedom 
proceed  much  less  from  the  law  or  the  government,  than 
from  ihi'  tiiinlcrant  tuiriper  of  the  u_j>lional  mind  ;  arising  no 
liiugur  fru]i[  e\eii  as  rcspectat'ine  parce  aa  bigotry  or  fana' 
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ticism,  but  rather  from  the  general  habit,  both  in  opinion 
and  conduct,  of  making  adherence  to  custom  the  rule  of  life, 
and  enforcing  it,  by  social  penalties,  against  all  persons 
who,  without  a  party  to  back  them,  assert  their  individual 
independence. 


CHAPTER  XL 

OF   THE   r, ROUNDS   AND   LIMITS   OF   THE   LAISSER-FAIRE 
OR   NON-INTERFERENCE   PRINCIPLE. 

§  1.  AVk  luave  now  reached  tlie  last  part  of  our  under- 
taking; ;  tlic  discussion,  so  far  as  suited  to  this  treatise  (that 
is,  so  far  as  it  is  a  (j[uesti(»u  of  principle,  not  detail)  of  the 
limits  of  the  province  of  government ;  the  question,  to  what 
objects  governmental  intervention  in  the  affairs  of  society 
niav  or  should  extend,  over  and  above  those  which  neces- 
saril y  ai)prrtaiii  to  it.  No  subject  has  been  more  keenly  con- 
testctl  in  tlie  present  age  :  the  contest,  however,  has  chiefly 
taken  place  round  certain  select  points,  with  only  flying 
excursions  in  tlie  rest  of  the  field.  Those  indeed  who  have 
discussed  any  particular  question  of  government  inter- 
ference, such  as  stale  education  (spiritual  or  secular),  regu- 
lation of  hours  of  labour,  a  public  provision  for  the  poor, 
&-('.  hav'^  often  dealt  largely  in  general  arguments,  far  out- 
stretcln'n^X  the  s|)ecial  application  made  of  them,  and  have 
sh<>\vn  a  <ntliciently  strong  bias  either  in  favour  of  letting 
things  alone,  or  in  favour  of  meddling;  but  have  seldom 
declared,  or  apparently  decided  in  their  own  minds,  how 
far  they  would  carry  either  j>rinciple.  The  supporters  of 
interierenee  lia\e  l)een  content  with  asserting  a  general 
riulit  and  duty  on  the  ])art  of  government  to  intervene, 
wlicrever  its  intervention  would  be  useful :  and  when  those 
who  have  been  called  the  hi'SSi  r-falre  school  have  attempt* 
cd  any  definite  limitation  of  the  province  of  government, 
tliry  have  usually  restrieted  it  to  the  protection  of  person 
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and  property  against  force  and  fraud  ;  a  definition  to  which 
neither  they  nor  any  one  else  can  deliberately  a^lherc,  hinro 
it  excludes,  as  has  been  shown  in  a  prece<iing  chajftcr,^ 
some  of  the  most  indispensable  and  unanimously  re«;f>gnise<l 
of  the  duties  of  government. 

Without  professing  entirely  to  supply  this  deficiency  of 
a  general  theory,  on  a  question  which  fl(}ifn  not,  as  I  con- 
ceive, admit  of  any  universal  solution,  I  shall  atti^fijit  t^' 
afford  some  little  aid  towar^ls  the  resolution  of  this  class  of 
questions  as  they  ariiie,  by  examining,  in  the  most  general 
point  of  view  in  which  the  fcubje^^  can  l>e  considen^^l,  what 
are  the  advantages,  and  what  the  evilh  or  inc>>nvcnienf;es, 
of  government  interference. 

We  mnst  set  out  by  dJ•^tinguii»hing  between  two  kindw 
of  intervention  by  the  govenimcnt,  which,  though  they  rnay 
relate  to  the  same  fubj<yrt,  diffcT  widely  in  their  nature  and 
effects,  and  require,  for  their  ju«?tjfication,  motiv^^  of  a  yt-ry 
different  degree  of  urgcfi^y.  llje  intervention  ffmy  ext/.tid  to 
controlling  the  frf?f:  agen^'v  of  individuaU.  Govenjm<,'nt  may 
interdict  all  per^-^n-.  from  doir^g  certain  things ;  or  from 
doing  them  without  it»  authorization  ;  or  may  prerKf-ril^e  to 
them  certain  tLin;rft  to  U;  done,  or  a  ^*rtain  manner  of  doirj^r 
things  which  it  i--  left  optional  wit!*  tbesn  X/j  *]o  f/r  to  sA^Vi'm 
from.  Thie  i»  the  auOt^/r it/it i^^  hiX^irffinfTifj:  of  goverTiTnen*. 
There  is  auo^h^T  VnA  of  intenentioji  w}j5/-}i  hf  not  authori- 
tative :  wLei-  a  iPA^^n^UifiuX.  inrt/rnd  of  i^^-jjiig  a  fy/rnu^hiA 
and  enforeiiig  it  bv  j^n^il^eit.  vio}A%  the  ^sf^xiiT*^  •/>  »eWom 
resorted  t/>  b;.  goven;m',^jl*s.  ajid  of  which  Js^neh  mjy/r(ii.:iX 
use  might  }/f:  jjja/3e.  th^t  of  gJrjn^f  9uWv:h.  atid  ijThzii-^l^hr.'.z.^ 
informaitJVT^ :  ^/t  m  }ien.  J^rsivin^  izAWicuhin  fr^^  Vj  -::-*  :L*:!r 
own  mea:.*  of  p'^r^uin;?  axiv  ob;e<:^  f/f  jreTienJ  ir^r-tr-rST.  "lir 
goverTjT.'^r,:^  r^^A  fs^'A^iYnj'^  wii.h  i}>ejjj.  bn:  rK-T  TT-Lfrlr^r  iI^jv 
obje^ri  V/'elr  xjj  Vj^r  'jkT*:,  «-*^b]i*ie*.  «'-e  \>y  •j'i^  ttjtI  lielr 
arran^rej/ier.'".  tr:  ii/evv  ^/f  i^u  <>•«;,  fvr  a  -Jirr  y'^iTp^.tyt^  Tl-z* 
it  i*  oJ>e  t •.;;./  t/y  ^'*aj;.t^jj  a  O.^irrij  E^lk/.'jij-.'jiiresLt.  u>d 
aiMjd^er  t/y  r*:fu«r  *//.>ni^i'^j  t/y  '.n?  *t  re-iizk^iii-  -c-r  t^j  }*rMffii5> 
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professing  110  religion.  It  is  one  tiling  to  provide  st-hools  or 
colleges,  and  another  to  recpiire  that  no  person  shall  act  as 
an  iiisti'iK'tor  of  yontli  without  a  government  license.  There 
might  be  a  national  bank  or  n  government  mannfartory, 
without  any  monopoly  against  private  banks  and  mannfae- 
tories.  There  might  be  a  post-offiee,  without  penalties 
against  the  eonveyance  of  letters  by  other  means.  Tiiere 
may  be  a  corps  of  government  engineers  for  ei^nl  pnr- 
posr^s,  while  the  profession  of  a  civil  engineer  is  free  to 
be  adopted  by  evei-y  one.  There  may  be  public  hospitala, 
without  any  restriction  upon  private  inedieiil  or  surgical 
practice. 

^  '2.  It  is  evident,  even  at  first  sight,  that  the  authori- 
tative form  of  government  intervention  has  a  nincli  more 
limited  sphere  of  legitimate  action  than  tlic  other.  It  re- 
quires a  much  stronger  necessity  to  jnstify  it  in  any  case ; 
while  there  are  large  departments  of  human  life  from  which 
it  must  be  unreservedly  anil  imperiously  excluded.  What- 
ever theory  we  adopt  respecting  the  foundation  of  the  social 
union,  and  under  whatever  political  institutions  we  live,  there 
is  a  circle  around  every  individual  human  being,  which  no 
govcriin.ent,  bo  it  that  of  one,  of  a  few,  or  of  the  many, 
ought  to  be  jieruiittcd  to  overstep  :  there  is  a  part  of  the  life 
of  every  person  who  has  come  to  years  of  discretion,  within 
whieli  the  individuality  of  that  person  ought  to  reign  nncon- 
trolled  either  by  any  other  individual  or  by  the  public  col- 
Iwtively.  That  there  is,  or  onght  to  he,  some  space  in  hu- 
man existence  thus  entrenched  around,  and  saered  from  au- 
tlioritative  intrnsion,  no  OTie  who  professes  the  smallest  re- 
gard to  human  freedom  or  dignity  will  call  in  question  ;  the 
]ioint  to  Ite  determined  u,  where  the  limit  should  be  placed ; 
how  large  a  province  of  human  life  this  reserved  territory 
should  include.  I  apprehend  that  it  ought  to  include  all 
that  p;irt  whicii  eimeerns  only  the  life,  whether  inward  or 
outward,  of  the  individual,  and  does  not  aiFcct  the  interests 
of  others,  or  affects  them  only  through  tlie  moral  influence 
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of  example.  With  respect  to  the  domain  of  tlie  inward 
consciousness,  the  thoughts  and  feelings,  and  as  much  of 
external  conduct  as  is  personal  only,  involving  no  conse- 
quences, none  at  least  of  a  painful  or  injurious  kind,  to 
other  people ;  I  hold  that  it  is  allowable  in  all,  and  in  the 
more  thoughtful  and  cultivated  often  a  duty,  to  assert  and 
promulgate,  with  all  the  force  they  are  capable  of,  their 
opinion  of  what  is  good  or  bad,  admirable  or  contemptible, 
but  not  to  compel  others  to  conform  to  that  opinion  ;  wheth- 
er the  force  used  is  that  of  extra-legal  coercion,  or  exerts  it- 
self by  means  of  the  law. 

Even  in  those  portions  of  conduct  which  do  affect  the 
interest  of  others,  the  onus  of  making  out  a  case  always  lies 
on  the  defenders  of  legal  prohibitions.  It  is  not  a  merely 
constructive  or  presumptive  injury  to  others,  which  will 
justify  the  interference  of  law  with  individual  freedom.  To 
be  prevented  from  doing  what  one  is  inclined  to,  or  from 
acting  according  to  one's  own  judgment  of  what  is  desir- 
able, is  not  only  always  irksome,  but  always  tends,  jpro 
tanto^  to  starve  the  development  of  some  portion  of  the  bod- 
ily or  mental  faculties,  either  sensitive  or  active  ;  and  unless 
the  conscience  of  the  individual  goes  freely  with  the  legal 
restraint,  it  partakes,  either  in  a  great  or  in  a  small  degree, 
of  the  degradation  of  slavery.  Scarcely  any  degree  of  util- 
ity, short  of  absolute  necessity,  will  justify  a  prohibitory 
regulation,  unless  it  can  also  be  made  to  recommend  itself 
to  the  general  conscience  ;  unless  persons  of  ordinary  good 
intentions  cither  believe  already,  or  can  be  induced  to  be- 
lieve, that  the  thing  prohibited  is  a  thing  which  they  ought 
not  to  wish  to  do. 

It  is  otherwise  with  governmental  interferences,  which 
do  not  restrain  individual  free  agency.  TVTien  a  govern- 
ment provides  means  for  fulfilling  a  certain  end,  leaving  in- 
dividuals free  to  avail  themselves  of  different  means  if  in 
their  opinion  preferable,  there  is  no  infringement  of  liberty, 
no  irksome  or  degrading  restraint.  One  of  the  principal 
objections    to   government    interference    is    then    absent. 

75 
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There  is,  liow  ever,  in  almost  all  forms  of  government  agen- 
cy,  one  thing  which  is  compulsory  ;  the  provision  of  the 
peeiiniary  means.  These  are  derived  from  taxation  ;  or,  if 
existing  in  the  form  of  an  endowment  derived  from  public 
property,  they  are  still  the  cause  of  as  much  compulsory 
taxation  as  the  sale  or  the  annual  proceeds  of  the  property 
would  enable  to  be  dispensed  with."*^  And  the  objection  ne- 
cessarily attaching  to  compulsory  contributions,  is  almost  al- 
ways greatly  aggravated  by  the  expensive  precautions  and 
oneious  restrictions,  which  are  indispensable  to  prevent  eva- 
sion of  a  coinj)ulsory  tax. 

§  3.  A  second  general  objection  to  government  agency, 
is  that  every  increase  of  the  functions  devolving  on  the  gov- 
ernment is  an  increase  of  its  power,  both  in  the  form  of  au- 
thority, and  still  more,  in  the  indirect  form  of  influence. 
Tlic  im])ortance  of  this  consideration,  in  respect  to  political 
freedom,  has  in  general  been  quite  sufficiently  recognised, 
at  least  in  England  ;  but  many,  in  latter  times,  have  been 
j)rone  to  think  that  limitation  of  the  powers  of  the  govern- 
ment is  onlv  essential  when  the  irovcrnment  itself  is  badlv 
«,■  <-  v 

constituted  ;  m  lien  it  does  not  represent  the  i>eople,  but  is 
the  organ  of  a  class,  or  eoalition  of  classes:  and  that  a  gov- 
ernment of  sufHci(Mitly  i)opuhir  constitutitm  might  be  trust- 
ed with  any  amount  of  j>ower  over  the  nation,  since  its 
power  would  be  only  that  of  the  nation  over  itself.  Tliis 
rnijit  be  true,  if  the  nation,  in  such  cases,  did  not  practi- 
rwV.y  Mir.'in  a  mere  niaioT-itv  of  the  nation,  and  if  minorities 
were  only  capable  ot"  opjiressing,  but  not  of  being  oppressed. 
Kxj^t'riencc,  iK^wcvcr.  proves  that  the  depositaries  of  j)Ower 
wIh-  ai'c  mere  (h'li'uates  of  tlie  ]>e(»p]e,  that  is  of  a  majoritv, 

*  'IIi<<imIs  (.(-<>  ill  w  liiili  ij.i\  .'I  imitfit  iL^ciitv  iii\  (»lvrs  notliin*^  of  a  coinpul- 
-nrs  iiatiuf.  ;ii'  ill''  r;ir<'  i;i-<'S  in  wliirli.  uiiliuiit  jiuy  artificial  monopoly,  it  pavs 
if>  (>\\  n  .Nprriv.-  A  IhIiIl'^'  I'uilt  with  yniMic  iiioiicy,  on  wliich  tolls  are  collect- 
ed, -MtJii  i<Tii  to  p:(v  iinf  (.Til\  all  cunciit  cxpiiix-s.  hut  \]\v  interest  of  the  original 
uutlas.  i-  "II-'  <a-i  iri  [.«>iii(  ']'!)»■  i:"v  <m  niiKiif  railways  in  Uelf^ium  and  Germanv 
air  ;iiic.ili.  r  r\,iiii|ilr.     Tli<'  Po-t  ojlicr,   it'  \t<  niotiopolv  wcfC  abollshed,  Qud  it 

Htill   I-iiiii   ilH  r\[>*li-fS,   wiiiild  1)1'  aiiof  Ikt. 
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are  quite  bb  ready  (when  they  think  they  can  count  on  poj)- 
ular  support)  as  any  organs  of  oligarchy,  to  assume  arbitrary 
power,  and  encroach  unduly  on  the  liberty  of  private  life. 
The  public  collectively  is  abundantly  ready  to  impose,  not 
only  its  generally  narrow  views  of  its  interests,  but  its  ab- 
stract opinions,  and  even  its  tastes,  as  laws  binding  upon 
individuals.  And  the  present  civilization  tends  so  strongly 
to  make  the  power  of  persons  acting  in  masses  the  only  sub- 
stantial power  in  society,  that  there  never  was  more  neces- 
sity for  surrounding  individual  independence  of  thought, 
speech,  and  conduct,  with  the  most  powerful  defences,  in 
order  to  maintain  that  originality  of  mind  and  individuality 
of  character,  which  are  the  only  source  of  any  real  progress, 
and  of  most  of  the  qualities  which  make  the  human  race 
much  superior  to  any  herd  of  animals.  Hence  it  is  no  less 
important  in  a  democratic  than  in  any  other  government, 
that  all  tendency  on  the  part  of  public  authorities  to  stretch 
their  interference,  and  assume  a  power  of  any  sort  which 
can  easily  be  dispensed  with,  should  be  regarded  with  un- 
remitting jealousy.  Perhaps  this  is  even  more  important  in 
a  democracy  than  in  any  other  form  of  political  society  ;  be- 
cause, where  public  opinion  is  sovereign,  an  individual  who 
is  oppressed  by  the  sovereign  docs  not,  as  in  most  other 
states  of  things,  find  a  rival  power  to  which  he  can  appeal 
for  relief,  or,  at  all  events,  for  sympathy. 

§  4.  A  third  general  objection  to  government  agency, 
rests  on  the  principle  of  the  division  of  labour.  Every  ad- 
ditional function  undertaken  by  the  government,  is  a  fresh 
occupation  imposed  upon  a  body  already  overcharged  with 
duties.  A  natural  consequence  is  that  most  things  are  ill 
done ;  much  not  done  at  all,  because  the  government  is  not 
able  to  do  it  without  delays  which  are  fatal  to  its  purpose ; 
that  the  more  troublesome,  and  less  showy,  of  the  functions 
undertaken,  are  postponed  or  neglected,  and  an  excuse  is 
always  ready  for  the  neglect ;  while  the  heads  of  the  ad- 
ministration have  their  minds  so  fully  taken  up  with  official 
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details,  ill  liciwL'VLT  ijerfiiiictory  a  manner  etii»enntended, 
tliiit  tliej  Luvc  lit)  time  or  tliouylit  to  spare  for  the  great  in- 
terests of  the  state,  and  tlie  priiparalion  of  enlarjjed  meas- 
ures of  social  improvement. 

But  these  iiicouveiiieiices,  though  real  and  serious,  result 
iniicli  more  from  the  bad  orgauization  of  j^oveniuiviits,  than 
fmni  the  extent  and  variety  uf  the  duties  undertaken  by 
them.  Goveruraent  is  not  a  name  for  some  one  functionary, 
or  definite  number  of  functionaries :  there  may  be  almost 
any  amoinit  of  division  of  labour  within  the  administrative 
body  itself.  The  evil  in  (question  is  felt  in  great  magnitude 
under  some  of  the  government.'^  of  the  Continent,  where  eix 
or  i-i;;]it  Mien,  living  at  the  capital  and  known  by  the  name 
of  nutii>t(T.s,  dc'niam!  that  tiic  whole  iniblic  business  of  the 
country  shall  jiasi?,  or  be  supposed  to  pass,  under  their  indi- 
vidual eye.  But  the  inconvenience  would  be  reduced  to  a 
very  nianajieable  compass,  in  a  country  in  which  there  was 
a  prnjier  lli^trib^tion  of  functions  between  the  central  and 
local  ollii-crs  of  government,  and  in  which  the  central  body 
was  divided  into  a  sufficient  number  of  departments.  "WTien 
Parliiiinent  thought  it  ex]iedient  to  confer  on  the  govern- 
ment an  in.specling  nnil  partiiilly  controlling  aulhonty  over 
railways,  it  did  not  add  railways  to  the  department  of  the 
Home  Minister,  but  created  a  Railway  Board.  When  it 
detcrmiiKMl  to  have  a  central  superintending  authonty  for 
pauper  adjuiiiistration,  it  establislied  the  Poor  Law  Com- 
mission. TiM're  are  few  countries  in  which  a  greater  num- 
bi'r  of  fuiK'liiins  are  discharged  by  ]>iiblic  officers,  than  in 
:*oniB  statcrf  of  the  Amencun  Union,  particularly  the  New 
England  St.ites :  but  the  division  of  labour  in  public  busi- 
ness is  extreme ;  most  of  these  officers  being  not  even  ame- 
nable to  any  coninujn  snpi-rior,  but  perfomiing  their  duties 
I'ruely,  under  the  double  check  of  election  by  their  townsmen, 
and  civil  as  well  as  criminal  responsibility  to  the  tribunals. 

It  is,  no  doubt,  indispensable  to  good  government  that 
the  chiefs  of  the  ailministration,  whether  permanent  or  tem- 
porary, should  c\tend  a  commanding,  though  general,  view 
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over  the  ensemble  of  all  the  interests  confided,  in  any  degree, 
to  tlie  responsibility  of  the  central  power.  But  witli  a  skil- 
ful internal  organization  of  the  administrative  machine, 
leaving  to  subordinates,  and  as  far  as  possible  to  local  sub- 
ordinates, not  only  the  execution,  but  to  a  great  degree  the 
control,  of  details  ;  holding  them  accountable  for  the  results 
of  their  acts  rather  than  for  the  acts  themselves,  except 
where  these  come  within  the  cognizance  of  the  tribunals ; 
taking  the  most  effectual  securities  for  honest  and  capable 
appointments  ;  opening  a  broad  path  to  promotion  from  the 
inferior  degrees  of  the  administrative  scale  to  the  superior ; 
leaving,  at  each  step,  to  the  functionary,  a  wider  range  in 
the  origination  of  measm'es,  so  that,  in  the  highest  grade  of 
all,  deliberation  might  be  concentrated  on  the  great  coUec- 
tive  interests  of  the  country  in  each  department ;  if  all  this 
were  done,  the  government  would  not  probably  be  overbur- 
dened by  any  business,  in  other  respects  fit  to  be  undertaken 
by  it ;  though  the  overburdening  would  remain  as  a  serious 
addition  to  the  inconveniences  incurred  by  its  undertaking 
any  which  was  unfit. 

§  5.  But  though  a  better  organization  of  governments 
would  greatly  diminish  the  force  of  the  objection  to  the 
mere  multiplication  of  their  duties,  it  would  still  remain 
true  that  in  all  the  more  advanced  communities,  the  great 
majority  of  things  are  worse  done  by  the  intervention  of 
government,  than  the  individuals  most  interested  in  the 
matter  would  do  them,  or  cause  them  to  be  done,  if  left  to 
themselves.  The  grounds  of  this  truth  are  expressed  with 
tolerable  exactness  in  the  popular  dictum,  that  people  un- 
derstand their  own  business  and  their  own  interests  better, 
and  care  for  them  more,  than  the  government  does,  or  can 
be  expected  to  do.  Tliis  maxim  holds  tme  throughout  the 
greatest  part  of  the  business  of  life,  and  wherever  it  is  true 
we  ought  to  condemn  every  kind  of  government  interven- 
tion that  conflicts  with  it.  Tlie  inferiority  of  government 
agency,  for  example,  in  any  of  the  common  operations  of 
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indiistiy  or  commerce,  is  proved  by  the  fact,  that  it  is  hard- 
ly ever  able  to  inaiiitain  itself  in  equal  competition  with  ia- 
(iividual  agency,  where  the  individuals  possess  the  vequisite 
deyree  of  indue  trial  enterprise,  and  can  command  the  necea- 
eary  assemblage  of  means.  All  the  facilities  which  a  gov- 
ernment enjoys  of  access  to  information ;  all  the  means 
which  it  possesses  of  remunerating,  and  therefore  of  com- 
manding, the  best  available  talent  in  the  market — are  not 
an  equivalent  fur  the  one  great  disadvantage  of  an  inferior 
interest  in  the  residt. 

It  must  be  remembered,  besides,  that  even  if  a  govern- 
ment were  snperior  in  intelligcncii  and  knowledge  to  any 
single  individual  in  the  nation,  it  must  be  inferior  to  all  the 
individnals  uf  the  nation  taken  together.  It  can  neither 
[losaess  in  itself,  nor  enlist  in  its  service,  more  than  a  portion 
of  the  actinin,*tnents  and  capacities  which  the  country  con- 
tains, applicable  to  any  given  pnrposc.  ITiere  nmst  be 
many  persons  C'qualiy  rpialiticd  fur  the  work  with  those 
whom  the  goveriuucnt  oinpluys,  even  if  it  selects  its  instru- 
ments with  no  refcrente  to  any  consideration  but  their  fit- 
ness. Now  these  arc  the  very  persons  into  whose  hands,  in 
the  cases  of  most  common  occurrence,  a  system  of  individ- 
ual agency  naluraily  tends  to  throw  tiie  work,  because  they 
are  capable  of  doing  it  better  or  on  cheaper  terms  than  any 
other  pei'sons,  So  iar  as  this  is  the  case,  it  is  evident  that 
government,  by  excluding  or  even  by  superseding  individ- 
ual aircncy,  either  subnlitntcs  a  less  qualified  instrumentality 
fur  line  iii'tlcr  ijiialitierl,  or  at  any  rate  substitutes  its  own 
uindc  of  ai.ciin)plit;liing  the  work,  tor  idl  the  variety  of  modes 
which  would  be  Iricd  by  a  nnuiber  of  equally  qualified  per- 
son^  uiming  at  ihe  >ann;  end  ;  a  competition  by  many  de- 
gi-eee  nioTO  jiiMpitiniis  lo  the  j-rogrcss  of  imjiroveincnt,  than 
any  luiifurinity  nf  ?_\^tcm. 

§  6.  I  have  reserved  fur  the  hist  jdace  one  of  the  strong- 
est of  the  reasons  against  the  extension  of  government 
agency.     Even  if  tlie  government  could  comprehend  within 
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itself,  in  each  department,  all  the  most  eminent  intellectual 
capacity  and  active  talent  of  the  nation,  it  would  not  be  the 
less  desirable  that  the  conduct  of  a  large  portion  of  the 
affairs  of  society  should  be  left  in  the  hands  of  the  persons 
immediately  interested  in  them.  The  business  of  life  is  an 
essential  part  of  the  practical  education  of  a  people  ;  with- 
out which,  book  and  school  instruction,  though  most  neces- 
sary and  salutary,  does  not  suffice  to  qualify  them  for  con- 
duct, and  for  the  adaptation  of  means  to  ends.  Instruction 
is  only  one  of  die  desiderata  of  mental  improvement ;  an- 
other, almost  as  indispensable,  is  a  vigorous  exercise  of  the 
active  energies ;  labour,  contrivance,  judgment,  self-con- 
trol :  and  the  natural  stimulus  to  these  is  the  difficulties  of 
life.  This  doctrine  is  not  to  be  confounded  with  the  com- 
placent optimism,  which  represents  the  evils  of  life  as  desir- 
able things,  because  they  call  forth  qualities  adapted  to 
combat  with  evils.  It  is  only  because  the  difficulties  exist, 
that  the  qualities  which  combat  with  them  are  of  any  value. 
As  practical  beings  it  is  our  business  to  free  human  life  from 
as  many  as  possible  of  its  difficulties,  and  not  to  keep  up  a 
stock  of  them  as  hunters  preserve  game,  for  the  exercise  of 
pursuing  it.  But  since  the  need  of  active  talent  and  prac- 
tical judgment  in  the  aftairs  of  lite  can  only  be  diminished, 
and  not,  even  on  the  most  favourable  supposition,  done 
away  with,  it  is  important  that  those  endowments  should  be 
cultivated  not  merely  in  a  select  few,  but  in  all,  and  that 
the  cultivation  should  be  more  varied  and  complete  than 
most  persons  are  able  to  find  in  the  narrow  sphere  of  their 
merely  individual  interests.  A  people  among  whom  there 
is  no  habit  of  spontaneous  action  for  a  collective  interest — 
who  look  habitually  to  tlieir  government  to  command  or 
prompt  them  in  all  niattere  of  joint  concern — who  expect  to 
have  everything  dime  for  them,  except  what  can  be  made 
an  aflfair  of  mere  habit  and  routine — have  their  faculties 
only  half  developed  ;  their  e<lucation  is  detective  in  one  of 
its  most  important  branches. 

Not  only  is  the  cultivation  of  the  active  faculties  bv  exer- 
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disc,  diffuBed  through  tlie  wliole  coiiiiniinity,  in  itaelf  one 
of  tJie  iiii>st  viiluable  of  nalioiial  posaoaaiona ;  it  ia  rendered, 
not  leas,  Imt  iimre,  iiecL-Bsary,  when  il  high  degree  of  tliat 
indi&jienfliibie  t:iiUiira  ia  syatematically  kept  up  in  the  chiefa 
and  fiiuctiinianea  of  the  state.  There  cannot  be  a  eombiiia- 
tiiiji  of  (.■irciuiistaiices  more  dangei-oiia  to  human  welfare, 
tliuii  tliat  ill  whifh  intelligericu  and  talent  are  maintained 
at  u  high  stimdurd  within  a  governing ct)rporatiou,  but  starved 
and  discouraged  outside  tlie  pale.  Such  a  system,  more 
completely  than  aJiy  other,  umbodiea  the  idea  of  despotism, 
by  arming  with  iiilelleetual  superiority  as  an  additional 
woa|ion,  those  who  have  already  the  legal  jiower.  It  aj)- 
proiKihes  as  nearly  as  the  organic  difference  between  human 
beiugs  and  other  animals  admits,  to  tlic  guvenmieut  of 
sheep  by  their  rihcplienl,  willmut  anything  like  ao  strong  an 
interest  as  the  shojiherd  has  in  the  thriving  condition  of  the 
flock.  Tlic  only  security  agaiiirt  political  slavery,  is  the 
(■heck  niaiiitiiincd  over  govern-'rs,  by  the  difEiision  of  intelli- 
geiii-c.  activity,  and  public  spirit  among  the  governed.  Ex- 
jicrience  proves  the  extreme  difficulty  of  permanently  keep- 
ing up  a  sulKciently  high  standard  of  those  qualities ;  a  diffi- 
culty which  inerenaes,  as  the  advance  of  civilization  and 
Boeurity  removes  one  after  jinother  of  the  hardships,  embar- 
rassments, and  dangcra  against  which  individuals  bad  for- 
merly no  resource  but  in  tJieir  own  strength,  akill,  and 
courage.  It  is  therefore  of  supreme  importance  that  all 
classes  of  the  coniinunify  down  to  the  lowest,  slionld  have 
mui'h  to  d'l  for  tliem&i'lves ;  ihiit  as  great  a  demand  should 
be  niudc  u]ion  tlieir  iiiti'Uigcnee  and  virtue  as  it  is  in  any 
respect  equal  to  ;  thai  the  guveniment  shoukl  not  only  leave 
as  far  as  possible  to  their  own  faculties  the  conduct  of  what- 
ever coiicenifi  tliemwelvcs  alone,  but  should  suffer  them,  or 
rather  encourage  them,  to  manage  as  many  as  possible  of 
their  Joint  concerns  by  vohmtary  co-<ipcralion ;  since  this 
dlM'iLssiiin  and  mniiagemcut  of  rollcetive  interests  is  the 
gre:il  srbool  of  that  pidilie  sjiirit.  and  the  great  source  of 
that  intcHigonco  i>f  public  affaire,  which  arc  always  regard' 
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ed  as  the  distinctive  character  of  the  public  of  free  coun- 
tries. 

A  democratic  constitution,  not  supported  by  democratic 
institutions  in  detail,  but  confined  to  the  central  goveni- 
ment,  not  only  is  not  political  freedom,  but  often  creates  a 
spirit  precisely  tlie  reverse,  carrying  down  to  the  lowest 
grade  in  society  the  desire  and  ambition  of  political  domi- 
nation. In  some  countries  the  desire  of  the  people  is  for  not 
being  tyrannized  over,  but  in  others  it  is  merely  for  an 
equal  chance  to  everybody  of  tyrannizing.  Unhappily 
this  last  state  of  the  desires  is  fully  as  natural  to  mankind 
as  the  former,  and  in  many  of  the  conditions  even  of  civil- 
ized humanity,  is  far  more  largely  exemplified.  In  propor- 
tion as  the  people  are  accustomed  to  manage  their  aflairs 
by  their  own  active  intervention,  instead  of  leaving  them  to 
the  government,  their  desires  will  turn  to  repelling  tyranny, 
rather  than  to  tyrannizing :  while  in  proportion  as  all  real 
initiative  and  direction  resides  in  the  government,  and  indi- 
viduals habitually  feel  and  act  as  under  its  perpetual  tute- 
lage, po])uhir  institutions  develope  in  them  not  the  desire  of 
freedom,  but  an  unmeasured  appetite  for  place  and  power  ; 
diverting  the  intelligence  and  activity  of  the  country  from 
its  principal  business,  to  a  wretched  competition  for  the  self- 
ish prizes  and  the  petty  vanities  of  office. 

§  7.  The  preceding  are  the  principal  reasons,  of  a  gen- 
eral character,  in  favour  of  restricting  to  the  narrowest  com- 
pass the  intervention  of  a  public  authority  in  the  business  of 
the  community :  and  few  will  dispute  the  more  than  suffi- 
ciency of  tliese  reasons,  to  throw,  in  every  instance,  the  bur- 
den of  making  out  a  strong  case,  not  on  those  who  resist,  but 
on  those  who  recommend,  government  interference.  Laisstr- 
fair*\  in  short,  should  be  the  general  practice :  every  de- 
parture from  it,  unless  required  by  some  great  good,  is  a 
certain  evil. 

The  degree  in  which  the  maxim,  even  in  the  cases  to 
which  it  is  most  manifestly  applicable,  has  heretofore  been 
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infringed  !i,v  goveriiments,  future  ages  will  pi-obably  have 
difficuiiy  in  ci'editing.  Some  idea  mtiy  be  fonned  of  it  from 
the  description  hy  M.  Dtmoycr*  of  tlie  restriiiiits  imposed 
0!J  the  opurationa  of  mauiifiietLire  under  the  old  government 
of  France,  by  the  meddling  and  regulating  spirit  of  legis- 
lation, 

"  La  societe  eseri;ait  siir  la  fabrication  la  jiiridietion  la 
plus  illimitee  et  la  plus  iirbitraire  :  elle  disposait  sans  scru- 
pulc  dea  fac-ultt's  des  fabriennts ;  elle  decidait  qui  pourrait 
travaiJler,  quelle  chose  on  piiurniit  faire,  qnt'ls  materianx 
on  (lev rait  employer,  quels  proeedes  il  faudrait  suivre, 
quelles  fonnea  on  iloiiuurait  aux  prodiiits,  etc,  II  ne  suffi- 
sait  pas  de  f.iire  bien,  de  taire  mieux,  il  fallait  faire  suivant 
lea  ri'gios.  Qui  ne  coimiiit  ee  reglemcnt  de  1670,  qui  pre- 
ecrivait  de  aaisir  et  de  elouer  au  potcau,  aves  le  iiom  des 
auteurs,  les  marclmiidises  non  confui'mes  aux  regies  traceee, 
et  qui,  ;i  la  seeonde  recidive,  voulait  que  les  fabricants  y 
fusseut  attaches  enx-memes?  II  ne  s'agissait  pas  de  con- 
suiter  le  gofit  d>'3  eonsommateurs,  mnis  de  ee  eonformer  aux 
voloiitt's  de  la  lui.  Des  legions  d'inspecteurs,  de  commis- 
Buires,  de  contnlleure,  de  jures,  de  gardes,  etaient  charges 
de  les  faire  e\i''cuter ;  on  brisait  les  metiers,  on  brulait  les 
pi-oduith  qui  n'y  etaient  pas  eonformes :  les  ameliorations 
etaient  punies  ;  on  mettuit  les  inventenrs  a  I'amenOe.  On 
suumelttiit  it  des  n^glc?  diffei-entes  la  fabrication  des  objets 
destines  :'i  la  cuusommatinn  interjeufe  ct  celle  des  produits 
destines  au  comnieree  etranyer.  I'n  artisan  n'etait  pas  le 
mtiltre  de  cboisir  le  lieu  de  sun  (.-tubli&'iemi-nt,  ni  de  travail- 
ler  till  toute  saisun,  iii  de  travailler  jiour  tout  le  monde.  II 
existe  un  di'crct  dii  30  Mars  1700,  qui  borne  a  dix-huit 
villes  le  nombrc  des  lieux  oii  Ton  jKmrra  faire  de  bas  an 
m.'ticr ;  \m  arn't  <lu  IS  Juin  17:i3  enjoint  aux  fabricants  de 
liouen  de  sufipendre  leurs  travaux  du  ler  JuiUet  au  15  Sep- 
temlire,  afin  de  fjieilitcr  eeux  de  la  reeolte ;  Louis  XIV., 
quand  il  voulnt  eutrejirendre  la  colonnade  du  Louvre,  de- 
fendit  aux  piirticuliers  d'enii»l<jyer  des  ouvriers  sans  sa  per- 
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mission,  sous  peine  de  10,000  livres  d'amende,  et  aux 
ouvriers  de  travailler  pour  les  particuliers,  sous  peine,  pour 
la  premiere  fois,  de  la  prison,  et  pour  In  seconde,  des  galeres." 

That  these  and  similar  regulations  were  not  a  dead  let 
ter,  and  tliat  the  officious  and  vexatious  meddling  was  pro- 
longed down  to  the  French  Revolution,  we  have  the  testi- 
mony of  Roland,  the  Girondist  minister.*  '^  I  have  seen," 
says  he,  "  eighty,  ninety,  a  hundred  pieces  of  cotton  or 
woollen  stuff  cut  up,  and  completely  destroyed.  I  have  wit- 
nessed similar  scenes  every  week  for  a  number  of  years.  I 
have  seen  manufactured  goods  confiscated ;  heavy  fines  laid 
on  the  manufacturers ;  some  pieces  of  fabric  were  burnt  in 
public  places,  and  at  the  hours  of  market :  others  were  fixed 
to  the  pillory,  with  the  name  of  the  manufa(;turer  inscribed 
upon  them,  and  he  himself  was  threatened  with  the  pillory, 
in  case  of  a  second  offence.  All  this  was  done  under  my  eyes, 
at  Rouen,  in  conformity  with  existing  regulations,  or  minis- 
terial orders.  What  crime  deserved  so  cruel  a  punishment  ? 
Some  defects  in  the  materials  employed,  or  in  the  texture 
of  the  fabric,  or  even  in  some  of  the  threads  of  the  warp. 

"I  have  frequently  seen  manufacturers  visited  by  a 
band  of  satellites  who  put  all  in  confusion  in  their  establish- 
ments, spread  terror  in  their  families,  cut  the  stuffs  from  the 
frames,  tore  off  the  warp  from  the  looms,  and  carried  them 
away  as  proofs  of  infringement ;  the  manufacturers  were 
summoned,  tried,  and  condemned  :  their  goods  confiscated  ; 
copies  of  their  judgment  of  confiscation  posted  up  in  every 
public  place ;  fortune,  reputation,  credit,  all  was  lost  and 
destroyed.  And  for  what  offence?  Because  they  had 
made  of  worsted,  a  kind  of  cloth  called  shag,  such  as  the 
English  used  to  manufacture,  and  even  sell  in  France,  while 
the  French  regulations  stated  that  that  kind  of  cloth  should 
be  made  with  mohair.  I  have  seen  other  manufacturers 
treated  in  the  same  way,  because  they  had  made  camlets  of 

*  I  quote  at  secoDd  band,  from  Mr.  Carey's  Etsay  on  the  Rate  of  Wages^ 
pp.  195-((. 
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a  particular  vvi(U!i,iiscil  in  Englaiul  and  Germany,  for  wliicli 
there  ivas  a  yreat  demand  from  Spain,  Purtugal,  and  othtrr 
cuuntriL'S,  add  from  several  parts  of  France,  while  the 
French  regulatiuiis  prest-nhed  oilier  widths  for  camlets." 

TIjl-  time  is  gone  by,  -nhen  sueh  applications  as  these  of 
the  prineiple  of  "  jiatenial  govorniuent  "  would  he  attempt- 
ed, in  even  the  least  eiilighlened  country  of  the  £ni'0]>eaii 
coininoiiwealfli  of  nations.  In  such  cases  as  those  cited,  all 
the  general  ohjcctions  to  government  interference  are  valid, 
and  several  of  them  in  nearly  their  highest  degree.  Bnt  we 
iimst  now  turn  to  (he  second  part  of  our  task,  and  direct 
our  attention  to  cases,  in  which  sionie  of  those  general  ohjec- 
tioiis  are  altogether  ahseiit,  while  those  which  can  never  be 
got  rid  of  entirety,  are  overnded  hy  countcr-eonsideraliona 
of  still  greater  importiUice. 

We  have  obsei'vcd  that,  aa  a  general  rule,  tlic  Imsiness 
of  life  is  better  performed  when  those  who  have  an  imme- 
diate interest  in  it  are  left  to  take  their  own  course,  nncon- 
tiulled  either  hy  (he  luanilatc  of  the  law  or  by  the  meddling 
of  any  pnblic  fimctionary.  The  pe^^ons,  or  some  of  the 
pci-sons,  wlio  do  the  work,  are  likely  to  he  Letter  judges 
than  the  government,  of  the  means  of  attaining  the  particu- 
lar end  at  whieh  they  aim.  Were  we  to  enjipose,  what  is 
not  very  prohalile,  tlint  tiie  gnvernnient  has  posseiised  itself 
of  the  best  knciwlctljje  which  had  htien  acquired  up  to  a 
given  time  by  the  ])i'rrons  most  skilled  in  the  occupation  ; 
even  then,  file  individual  agents  have  so  innch  stronger  and 
more  dirrri  all  iiiteiH'st  in  the  result,  that  the  means  are  far 
more  h'kcly  to  be  imiif.ived  ami  iKTtV-eled  if  left  to  their 
unr-i  III  trolled  ch.flci'.  ISiit  if  the  workman  is  generally  the 
bi^'-l  selecliir  uf  meiins,  e;in  it  be  afflnned  with  the  same  uni- 
ver-a!il_\,  that  the  eon>umer,  or  person  served,  is  the  most 
coniiirti-nt  ju<ii:e  of  tlie  end  i  Is  the  buyei'  always  qualified 
til  jinl^'e  of  the  eominodity?  If  not,  the  presumption  in 
I'iiviiiir  of  till-  eoni)ietition  of  the  market  does  not  apply  to 
ilie  fvi>e  :  iitir!  if  tlie  commodity  be  one,  in  the  quality  of 
wbicli  t;rii-iety  has  much  at  stake,  the  balance  of  advantages 
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may  be  in  fiivoiir  of  some  mode  and  degree  of  intervention, 
by  the  authorized  representatives  of  the  collective  interest 
of  the  state. 

§  8.  Now,  the  proposition  that  the  consumer  is  a  com- 
petent judge  of  the  commodity,  can  be  admitted  only  with 
numerous  abatements  and  exceptions.  He  is  generally  the 
best  judge  (though  even  this  is  not  true  universally)  of  the 
material  objects  produced  for  his  use.  These  are  destined 
to  supply  some  physical  want,  or  gratify  some  taste  or  in- 
clination, respecting  which  wants  or  inclinations  there  is  no 
appeal  from  the  person  who  feels  them ;  or  they  are  the 
means  and  appliances  of  some  occupation,  for  the  use  of  the 
persons  engaged  in  it,  who  may  be  presumed  to  be  judges 
of  the  things  required  in  their  own  habitual  employment. 
But  there  are  other  things  of  the  worth  of  which  J;he  de- 
mand of  the  market  is  by  no  means  a  test ;  things  of  which 
the  utility  does  not  consist  in  ministering  to  inclinations, 
nor  in  serving  the  daily  uses  of  life,  and  the  want  of  which 
is  least  felt  where  the  need  is  greatest.  This  is  peculiarly 
true  of  those  things  which  are  chiefly  useful  as  tending  to 
raise  the  character  of  human  beings.  The  uncultivated  can- 
not be  competent  judges  of  cultivation.  Tliose  who  most 
need  to  be  made  wiser  and  better,  usually  desire  it  least, 
and  if  they  desired  it,  would  be  incapable  of  finding  the 
way  to  it  by  their  own  lights.  It  will  continually  happen, 
on  the  voluntary  system,  that,  the  end  not  being  desired, 
the  means  will  not  be  provided  at  all,  or  that,  the  persons  re- 
quiring improvement  having  an  imperfect  or  altogether  er- 
roneous conception  of  what  they  want,  the  supply  called 
forth  by  the  demand  of  the  market  will  be  anything  but  what 
is  really  required.  Now  any  well-intentioned  and  tolerably 
civilized  government  may  think  without  presumption  that 
it  does  or  ought  to  possess  a  degree  of  cultivation  above  the 
average  of  the  community  which  it  rules,  and  that  it  should 
therefore  be  capable  of  offering  better  education  and  bettor 
inBtruction  to  the  people,  than  the  greater  number  of  them 
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would  apontilncoll!^!y  demand.  Education,  tliereforc,  is  one 
of  those  tliiiigB  which  it  is  admissililc  in  principle  that,  a 
goveniment  ghoiild  provide  for  the  people.  The  case  is  oue 
to  which  the  rca.<oris  of  the  non-interference  principle  do  not 
necessarily  or  universally  extend.* 

"With  regard  to  elementary  education,  tlie  exception  to 
oi'diniiry  rules  may,  I  conceive,  jiistifiablj  be  carried  still 
further.  There  are  certain  pT-imary  elements  and  means  of 
knowledge,  which  it  is  in  the  highest  degree  desirable  that 
all  human  beings  born  into  tlie  comnmnity  should  acquire 
during  childhood.  If  their  parents,  or  those  on  wlioni  they 
ilepeud,  have  the  power  of  obtaining  for  them  this  instruc- 


•  In  oppisilinn  lo  Ihpsc  <i|iiniot[3,  a  writpr,  with  whom  on  mflny  points  I 
agrw,  bul  whoBC  hoelility  to  government  iulcnention  «emB  lo  me  loo  indis- 
criniiuulminil  uii<[imlitie<I,  H.  DuDoyer,  oliaerves,  that  instruction,  however  good 
in  itself,  con  onlj  lie  useful  to  the  pnl>lic  in  an  far  us  Ihey  are  Billing  to  recei»e 
it,  and  that  Ihe  hest  proof  Ihnt  the  inslruelion  la  Fiiitalile  to  Iheir  wants,  ia  its 
succesH  as  a  pecuniary  enterprise.  This  arRuraent  seems  no  mora  conclnaiTe  re- 
Kpecling  iiiBlnictiun  for  the  mind,  thttn  it  would  be  reapeeting  medicine  for  Ibe 
body.  No  luciiieiue  will  do  tlie  patient  any  good  if  he  cannot  he  induced  to 
take  It ;  but  ire  ire  not  hound  10  ndmit  as  a  corollary  Trom  this,  thnl  lhi>  patient 
will  srlcet  the  right  meilleiiie  without  n'<9ii<lanee.  In  it  not  possible  that  a  rccom- 
mcndalioo,  fmra  any  quarter  nhir'-  I-.--  i.  jjir  rt--,  tri:.v  tniliiee  him  to  aeeepl  a  l>rt- 
ter  nicdidnc  than  he  would  ^|ini,-  i.-.n''    This  ia,  in  respect  lo 

cdiicalioil,  the  very  point  in  ili-l..,'        v.    1  .  .1.  insfruclion  which  iaso  far 

In  odvnnee  of  the  people  that  ili<'\  .  r. i.i    i-.i  ,. .  .1  in  nvall  ihemKplrcs  of  it,  i» 

In  tliem  of  no  mnre  worth  tlmn  if  it  diii  out  eii.ii.  Rut  between  what  theyspon- 
lincously  choftio,  and  whit  they  will  refuse  to  aceept  when  offered,  tiicre  is  a 
breadth  of  interval  |iniporliotieil  to  iheir  deference  for  tlie  recommender.  Be- 
sides, 1  Iliing  of  nliii'li  The  piiliHi'  an  bad  jiidgea.  may  be  required  to  be  ahom 
to  thvii  and  pnvwd  on  llieii-  ndeTiticm  fur  a  long  time,  and  lo  prove  ita  advan- 
tages by  long  eiperlence,  before  Ihey  learn  lo  upprceiate  il,  yet  they  may  learn 
B(  last ;  which  they  might  never  linve  done,  if  the  thing  had  not  lieen  thus  oh- 
Inidcd  ujioii  ihcm  in  net,  hut  only  recomniendcd  In  theory.     Now,  a  pecuniary 

ceed  rnpiiily,  or  not  n>  nil.  Armlher  cotiBidenition  which  M.  Dunoyer  seems  to 
liave  overlooked,  l»,  llial  inFlitiilloO!)  and  modes  of  tuition  which  never  could  he 
mii'ie  siifficieiltty  popular  to  repay,  with  a  profit,  ttie  expenses  incurred  on  ihem, 
may  lie  invHlunblc  to  ilie  many  by  giving  Ihe  highest  quality  of  education  to  the 
few,  and  lieeplu);  up  the  pvijiclunl  aiicccsaifin  of  superior  minds,  by  whon 
fcuuwiedgc  In  advuuced,  anil  llic  communilj  urgE'd  forward  in  civitiiatioiL 
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tion,  and  fail  to  do  it,  they  commit  a  double  breach  of  duty : 
towards  the  children  themselves,  and  towards  the  members 
of  the  community  generally,  who  are  all  liable  to  suffer 
Bcriously  from  the  consequences  of  ignorance  and  want  of 
education  in  their  fellow-citizens.  It  is  therefore  an  allow- 
able exercise  of  the  powers  of  government,  to  impose  on 
parents  the  legal  obligation  of  giving  elementary  instruction 
to  children.  This  however  cannot  fairly  be  done,  without 
taking  measures  to  ensure  that  such  instruction  shall  be  al- 
ways accessible  to  them,  either  gratuitously  or  at  a  trifling 
expense. 

It  may  indeed  be  objected  that  the  education  of  children 
is  one  of  those  expenses  which  parents,  even  of  the  labour- 
ing class,  ought  to  defray ;  that  it  is  desirable  that  they 
should  feel  it  incumbent  on  them  to  provide  by  their  own 
means  for  the  fulfilment  of  their  duties,  and  that  by  giving 
education  at  the  cost  of  others,  just  as  much  as  by  giving 
subsistence,  the  standard  of  necessary  wages  is  proportion- 
ally lowered,  and  the  springs  of  exertion  and  self-restraint 
in  so  much  relaxed.  This  argument  could,  at  best,  be  only 
valid  if  the  question  were  that  of  substituting  a  public  pro- 
vision for  what  individuals  would  otherwise  do  for  them- 
selves ;  if  all  parents  in  the  labouring  class  recognised  and 
practised  the  duty  of  giving  instruction  to  their  children  at 
their  own  expense.  But  inasmuch  as  parents  do  not  prac- 
tise this  duty,  and  do  not  include  education  among  those 
necessary  expenses  which  their  wages  must  provide  for, 
therefore  the  general  rate  of  wages  is  not  high  enough  to 
bear  those  expenses,  and  they  must  be  borne  from  some 
other  source.  And  this  is  not  one  of  the  cases  in  which  the 
tender  of  help  perpetuates  the  state  of  things  which  renders 
help  necessary.  Instruction,  when  it  is  really  such,  does 
not  enervate,  but  strengthens  as  well  as  enlarges  the  active 
faculties :  in  whatever  manner  acquired,  its  effect  on  the 
mind  is  favourable  to  the  spirit  of  independence :  and  when, 
unlesB  had  gratuitously,  it  would  not  be  had  at  all,  help  in 
this  form  has  the  opposite  tendency  to  that  which  in  so 
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many  other  cnses  makes  it  object ionaljlc  ;  it  is  help  towards 
doing  without  help. 

Ill  Kiigl:iiid,  and  most  Enro]iean  countries,  elementary 
iiistrncliim  cannot  he  paid  for,  at  its  full  cost,  from  tlic  com- 
mon wiig(3.?  of  unfiliillod  hiliour.  Find  would  not  if  it  could. 
Tlte  alternative  therefore  is  not  between  government  and 
private  spei-iilation,  but  between  a  goveniment  provision 
and  voknitary  cliiirity :  between  interference  by  govern- 
ment, and  iiitcifercnce  hy  associations  of  indiridnals,  sub- 
scribing tlit'ir  own  money  for  the  purpose,  like  the  two 
great  Sclii>ol  Societies.  It  is,  of  couree,  not  desirable  that 
anything  should  be  done  by  fuuda  derived  from  compulsory 
taxiition,  wbic-li  is  already  i-nfflciL'ntiy  well  done  by  individ- 
ual liherulily.  How  far  this  is  the  ease  with  school  instruc- 
tion, is,  in  each  particular  instanre,  a  question  of  fact.  The 
education  provided  in  this  country  on  the  voluntary  prin- 
cijjle  bii6  tif  hitc  been  so  much  discussed,  that  it  is  needless 
in  this  plaee  to  criticise  it  minutely,  and  1  shall  merely 
express  my  cimviction,  that  even  in  quantity  it  is,  and  is 
likely  to  remain,  altogether  insufficient,  while  in  quality, 
though  with  some  slight  tendency  to  improvement,  it  is 
never  goiid  except  by  some  rare  accident,  and  generally  so 
had  aw  to  bo  little  more  than  nominal.  I  hold  it  therefore 
the  duty  of  the  government  to  supply  tho  defect  by  giving 
pecuniary  siijiport  to  elementary  schools,  such  as  to  render 
them  accessible  to  all  the  chihlrcn  of  the  poor,  either  freely, 
or  for  a  pnynu-nt  too  inconsiderable  to  be  sensibly  felt. 

One  thing  niurt  bo  fitremiously  insisted  on ;  that  the 
government  must  claim  no  mono])oly  for  its  education, 
cither  in  the  lower  or  in  the  higher  branches ;  must  exert 
neither  authority  nor  influence  to  iiulnce  the  people  to  re- 
i-iirt  to  its  teachers  in  preference  to  others,  and  must  confer 
no  peculiar  advantngca  on  tlmse  who  have  been  instnicteii 
by  them.  Tliongh  the  government  teachers  will  probably 
be  superior  tn  llie  average  of  private  instructors,  they  will 
not  embody  all  the  knowledge  and  sagacity  to  be  found  in 
all  instructors  taken  together,  and  it  is  desirable  to  leave 
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open  as  many  roads  as  possible  to  the  desired  eud.  It  is  not 
endurable  that  a  government  should,  either  de  jure  or  de 
facto^  have  a  complete  control  over  the  education  of  the 
people.  To  possess  such  a  control,  and  actually  exert  it,  is 
to  be  despotic.  A  government  which  can  mould  the  opin- 
ions and  sentiments  of  the  people  from  their  youth  upwards, 
can  do  with  them  whatever  it  pleases.  Though  a  govern- 
ment, therefore,  may,  and  in  many  cases  ought  to,  establish 
schools  and  colleges,  it  must  neither  compel  nor  bribe  any 
person  to  come  to  them  ;  nor  ought  the  power  of  individ- 
uals to  set  up  rival  establishments,  to  depend  in  any  degree 
upon  its  authorization.  It  would  be  justified  in  requiring 
from  all  the  people  that  they  shall  possess  instruction  in 
certain  things,  but  not  in  prescribing  to  them  how  or  from 
whom  they  shall  obtain  it.  * 

§  9.  In  the  matter  of  education,  the  intervention  of 
government  is  justifiable,  because  the  case  is  not  one  in 
which  the  interest  and  judgment  of  the  consumer  are  a 
sufficient  security  for  the  goodness  of  the  commodity.  Let 
us  now  consider  another  class  of  cases,  where  there  is  no 
person  in  the  situation  of  a  consumer,  and  where  the  inter- 
est and  judgment  to  be  relied  on  are  those  of  the  agent 
himself;  as  in  the  conduct  of  any  business  in  which  he  is 
exclusively  interested,  or  in  entering  into  any  contract  or 
engagement  by  which  he  himself  is  to  be  bound. 

The  ground  of  the  practical  principle  of  non-interference 
roust  here  be,  that  most  persons  take  a  juster  and  more  in- 
telligent view  of  their  own  interest,  and  of  the  means  of 
promoting  it,  than  can  either  be  prescribed  to  them  by  a 
general  enactment  of  the  legislature,  or  pointed  out  in  the 
particular  case  by  a  public  functionary.  The  maxim  is 
unquestionably  sound  as  a  general  rule ;  but  there  is  no 
difficulty  in  perceiving  some  very  large  and  conspicuous  ex- 
ceptions to  it.     These  may  be  classed  under  several  heads. 

First : — The  individual  who  is  presumed  to  be  the  best 
judge  of  his  own  interests  may  be  incapable  of  judging  or 
70 
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acting  for  himself;  niiiy  be  a  lunatif?,  an  kHot,  an  infant: 
or  thoiigli  not  wliully  incapable,  may  be  of  immature  years 
anil  judgment.  In  tliifi  Cfise  the  foiindatinn  of  the  lai'sstr- 
yah-'.  ]iriiic-iplc  breaks  down  t-utirely.  Tlie  perscm  most  in- 
tei-esteil  is  not  the  be.'^t  judge  of  the  matter,  nor  a  competent 
jii'lye  at  all.  Insane  jicr.'^ons  are  everywhere  regardad  as 
proper  objects  of  the  care  of  the  state.*  In  the  case  of  chil- 
dren and  yonug  pereoiiw,  it  is  i;omuion  to  Kay,  that  though 
they  cannot  judge  for  tiieniselvos,  they  have  their  parents 
or  other  rehitives  to  judge  for  theni.  But  tliis  removes  the 
qnesticm  into  a  different  category  ;  making  it  no  longer  a 
question  whether  tlic  govennnent  should  interfere  with  in- 
dividuals in  the  diroctinn  of  their  own  conduct  and  interests, 
but  wlietliei'  it  should  leave  absolutely  in  their  power  the 
conduct  and  interests  of  someliody  else.  Parental  power  is 
a^  susceptible  of  abuse  as  any  other  power,  and  is,  as  a  mat- 
ter of  fact,  constantly  abused.  If  laws  do  not  eucceed  in 
lireventitig  parents  from  brutally  ill-treating,  and  even  from 
Jiinriierinj,^  their  children,  fur  less  ought  it  to  be  presumed 

•  Tlie  pmplice  of  iho  Eh(;lisli  luw  Willi  ro^pett  to  iiisnni.'  persona,  cspcciallT 
on  ihH  al1-impi>rlant  point  nf  On"  ast'crtainnient  of  infanily,  most  urgentlT  ie- 
mnmls  ri'liirni.  Al  presriU  no  perwnls,  wh'liw  prO|M.'rlv  is  wortli  coTMing,  anJ 
wllone  nL'lii'i'Sl  lelalioiia  arc  uiu<crUfiiiluiis,  or  on  IhuI  lorma  with  tlipm,  irr  aecurr 
«j;niii3l  a.  i-oniuiiision  of  liumc.v.  Al  tile  iiistani/e  of  the  persona  who  nOuW 
prolil  'pr  tlii'ir  Ui'm'j  ilid.iip''!  iiiSiiiii',  a  Jury  niuy  1"'  iiiipunplled  and  an  inifHigs- 

[inii  lii'M  lit  iIl<  ,  \;i<-i> r  ilii'  [ii'ii'i  :  1 1    III  i'lii<  !i  .ill  ilii'ii'  personil  |i«caliarilie«, 

williiill''r    .:■ ,-  II  ■  !     I      ■:  i    I  --I-.  i  -    li.i>  MTVaiiW,  are  pouriHl  iolo 

tlnTiril..:  ..     ■    ,     .   |.  iiof  uU  wajs  of  life  «■ 

Cfjil  ili..-(   .  I  ii 1 1  I  ■     :i  iinnJiviJiLalitj'in  chunii'- 

Itr  or  tiisir  Ji-  I'l-i'i'iiNii  iiy,  iiiiit    i"  ■  i  -  .  I'lin  insanilT  or  Biekednn* 

If  ihiii  Hiplcnl  IriliiinBl  i^tph  Ih.-  ■'■•    i  .   l  ' .  i  !    :    il  i    {.loporU  !)■  handed  orer  lo 

pfrhnps  tlie  last  pcivona  whom  ili<   >..'''   i  <  '  kl  linvi-  dcairpd  iir  auireml 

to  pos3i'>8  il.  tiiuuo  recent  iostiiiitt.,  nl  il,..- 1,. ml  »l  lUVVFtiinalion  have  l>efn  * 
fii'jLhJul  to  till.'  ailiutJii^'Lt'atioii  ufju?li(V'  W  imU'Vi-r  otiitr  L^iaiigrfl  in  tliid  bnuit'h 
of  law  ihbv  l>e  niailp,  fo  it  li'iu't  uro  irn|ienilivp  •  first,  that,  aa  in  othtr  legal 
priiPCf'IiiiL"'.  IV  (>i|j™ii'S  -h™i1rl  ml  Iin  brirnp  br  Ihe  pPrMn  on  trial,  but  hytht 
pnlmiiii-i-'  mI"  il |-.l-  V   -ii^iii  1 1  II  11 1  iiMi  y  of  costs  in  laae  of  success ;  and 

uiuilc  •■^.  ■    ■■  '  ■  :      ■ '   ',■     I      .     ''  i<  '   '    i^  ,i]Ive,  but  abguld  be  managed  by  i 
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that  the  interests  of  children  will  never  be  sacrificed,  in 
more  common-j>lace  and  less  revolting  ways,  to  the  selfish- 
ness or  the  ignorance  of  their  parents.  Whatever  it  can  be 
clearly  seen  tliat  parents  ought  to  do  or  forbear  for  tlie  in- 
terest of  children,  the  law  is  waiTanted,  if  it  is  able,  in 
compelling  to  be  done  or  forborne,  and  is  generally  bound 
to  do  so.  To  take  an  example  from  the  peculiar  province 
of  political  economy ;  it  is  right  that  children,  and  young 
persons  not  yet  arrived  at  maturity,  should  be  protected,  so 
far  as  the  eye  and  hand  of  the  state  can  reach,  from  being 
over-worked.  Labouring  for  too  many  hours  in  the  day,  or 
on  work  beyond  their  strength,  should  not  be  permitted  to 
them,  for  if  permitted  it  may  always  be  compelled.  Free- 
dom of  contract,  in  the  case  of  children,  is  but  another  word 
for  freedom  of  coercion..  Education  also,  the  best  which 
circumstances  admit  of  their  receiving,  is  not  a  thing  which 
parents  or  relatives,  fi-om  indiffbrence,  jealousy,  or  avarice, 
should  have  it  in  their  power  to  withhold. 

The  reasons  for  legal  intervention  in  favour  of  children, 
apply  not  less  strongly  to  the  case  of  those  unfortunate 
slaves  and  victims  of  the  most  brutal  part  of  mankind,  the 
lower  animals.  It  is  by  the  grossest  misunderstanding  of 
the  principles  of  liberty,  that  the  infiiction  of  exemplary 
punishment  on  ruffianism  practised  towards  these  defenceless 
creatures,  has  been  treated  as  a  meddling  by  government 
with  things  beyond  its  province ;  an  interference  with  do- 
mestic life.  The  domestic  life  of  domestic  tyrants  is  one  of 
the  things  which  it  is  the  most  imperative  on  the  law  to  in- 
terfere with;  and  it  is  to  be  regretted  that  metaphysical 
scruples  respecting  the  nature  and  source  of  the  authority 
of  government,  should  induce  many  warm  supporters  of 
laws  against  cruelty  to  animals,  to  seek  for  a  justification  of 
Buch  laws  in  the  incidental  consequences  of  the  indulgence 
of  ferocious  habits,  to  the  interests  of  human  beings,  rather 
than  in  the  intrinsic  merits  of  the  case  itself.  What  it 
would  be  the  duty  of  a  human  being,  possessed  of  the  requi- 
site physical  strength,  to  prevent  by  force  if  attempted  in  his 
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prGBonce,  it  cannot  be  less  incumbent  on  society  generally 
to  repress,  Tlie  existing  laws  of  England  on  tlie  suljject  are 
chiefly  ilefective  in  the  trifling,  often  almost  uominul,  niaxi- 
nmni,  to  wliidi  the  penalty  even  in  the  worst  cases  is  limited. 
Among  those  members  of  the  community  whose  freedom 
of  contract  ought  to  be  contrulied  by  the  legislature  for 
their  own  protection,  on  account  (it  is  said)  of  their  depend- 
ent position,  it  is  frcijuently  proposed  to  include  women  : 
and  in  the  existing  Factory  Act,  their  labom*,  in  common 
with  that  of  young  pereons,  has  been  placed  nnder  peculiar 
restrictions.  But  the  clacsing  together,  for  this  and  other 
piii-poi^es,  of  women  and  chihlren,  apjiears  to  me  both  inde- 
fensible in  principle  and  mlsciiievous  in  practice.  Children 
below  a  certain  age  cnnnnt  judge  or  act  for  themselves  ;  np 
to  a  considerably  greater  age  they  are  inevitably  more  or 
less  disqualified  for  doing  so  ;  but  women  are  as  capable  as 
men  of  appreciating  and  managing  their  own  concerns,  and 
the  only  hindrance  to  their  doing  so  arises  from  the  injustice 
of  their  prcpent  swial  position.  So  long  as  the  law  makes 
everyHiing  whii-h  the  wife  acquires,  the  property  of  the  hus- 
band, while  by  corapelliug  her  to  live  with  him  it  forces 
her  to  submit  to  almost  any  amount  of  moral  and  even 
physical  tyranny  which  he  may  choose  to  inflict,  there  is 
some  ground  for  regarding  every  act  done  by  her  as  done 
under  eoen'ion  :  but  it  is  the  great  eiror  of  reformers  and 
philaiithro]iists  in  our  time,  to  nibble  at  the  consequences 
of  unjust  pnwcr  iut^tead  of  redi-essing  the  injustice  itself. 
If  \V(  mien  had  as  ali^^olntc  a  control  as  men  have,  over  their 
own  persons  ami  their  own  patrimony  or  acquisitions,  there 
would  he  no  plea  for  limiting  their  houi^  of  labouring  tor 
tliemselves.  in  order  that  they  miglit  have  time  to  labour 
for  the  !m-b;iiul,  in  what  is  called,  by  the  advoeatoB  of  re- 
filriclinii,  //«  hinne.  M'ciuien  employed  in  factories  are  the 
only  women  in  the  labnuriiig  rank  of  life  whose  position  is 
not  tlint  of  Khtves  and  drudges ;  pi-ecisely  because  they  can- 
iint  easily  be  cf>ni]jelled  to  work  and  earn  wages  in  factories 
against  their  will.    For  improving  the  condition  of  wotneOf 
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it  should,  on  the  contrary,  be  an  object  to  give  them  the 
readiest  access  to  independent  industrial  employment,  in- 
stead of  closing,  either  entirely  or  partially,  that  which  is 
already  open  to  them. 

§  10.  A  second  exception  to  the  doctrine  that  individ* 
uals  are  the  best  judges  of  their  own  interest,  is  wlien  an 
individual  attempts  to  decide  irrevocably  now,  what  will  be 
best  for  his  interest  at  some  future  and  distant  time.  The 
presumption  in  favour  of  individual  judgment  is  only  legiti- 
mate, where  the  judgment  is  grounded  on  actual,  and  es- 
pecially on  present,  personal  experience ;  not  where  it  is 
formed  antecedently  to  experience,  and  not  suffered  to  be 
reversed  even  after  experience  has  condemned  it.  When 
persons  have  bound  themselves  by  a  contract,  not  simply  to 
do  some  one  thing,  but  to  continue  doing  something  for 
ever  or  for  a  prolonged  period,  without  any  power  of  revok- 
ing the  engagement,  the  presumption  which  their  perse- 
verance in  that  course  of  conduct  would  otherwise  raise  in 
favour  of  its  being  advantageous  to  them,  does  not  exist ; 
and  any  such  presumption  which  can  be  grounded  on  their 
having  voluntarily  entered  into  the  contract,  perhaps  at  an 
early  age,  and  without  any  real  knowledge  of  w^hat  they 
undertook,  is  commonly  next  to  null.  Tlie  practical  maxim 
of  leaving  contracts  free,  is  not  applicable  without  great 
limitations  in  case  of  engagements  in  perpetuity ;  and  the 
law  should  be  extremely  jealous  of  such  engagements ; 
should  refuse  its  sanction  to  them,  when  the  obligations  they 
impose  are  such  as  the  contracting  party  cannot  be  a  com- 
petent judge  of;  if  it  ever  does  sanction  them,  it  should 
take  every  possible  security  for  their  being  contracted  with 
foresight  and  deliberation ;  and  in  compensation  for  not 
permitting  the  parties  themselves  to  revoke  their  engage- 
ment, should  grant  them  a  release  from  it,  on  a  sufficient 
case  being  made  out  before  an  impartial  authority.  These 
considerations  are  eminently  applicable  to  marriage,  the 
most  important  of  all  cases  of  engagement  for  life. 
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§  11.  The  third  exoeption  which  I  ehall  notice,  to  the 
doijtrine  that  gtivermnent  taniiot  manage  tlie  afiaira  of  indi- 
viduals as  welt  as  tlie  iiidividiiiils  themselves,  has  reference 
to  the  great  class  of  oases  in  which  the  individuals  can  only 
managii  the  (.'oiiceni  by  delegated  agency,  and  in  which  the 
so-i-alled  private  management  is,  in  point  of  fact,  hardly 
hetter  entitled  to  be  called  management  by  the  pei'sonB  in- 
tL'reated,  than  administration  by  a  public  officer.  Whatever, 
if"  k-ft  to  spontancons  agency,  can  only  be  done  by  joint- 
slock  associations,  will  often  be  as  well,  and  sometimes  bet- 
ter done,  as  far  as  the  actual  work  is  concerned,  by  the 
state.  Govenunent  management  is,  indeed,  proverbially 
jobbing,  careless,  and  ineftective,  but  eo  likewise  has  gen- 
erally bceii  joint-stock  ninnagcment.  Tlie  directors  of  a 
joint-stock  company,  it  is  true,  arc  always  shareholders; 
hut  also  the  members  of  a  government  are  invariably  tax- 
payers ;  and  in  the  case  of  dirPcCors,  no  more  than  in  that 
of  governmeiifs,  is  their  proportional  share  of  tlie  benefits 
of  good  niiiriagement,  equal  tn  the  interest  they  may  pos- 
sibly have  ill  misnianagement,  even  without  reckoning  the 
interest  of  their  case.  It  may  be  objected,  that  the  share- 
holders, in  their  collective  chariicter,  exercise  a  certain  con- 
trol over  the  directi>rs,  and  liave  almost  always  full  power 
to  remove  them  from  office.  Practically,  however,  the  diffi- 
culty of  exercising  this  power  is  found  to  be  so  great,  that  it 
is  hai-dly  ever  exercised  except  in  eases  of  such  flagrantly 
unskilful,  or,  at  least,  iiusnccessfiil  management,  as  would 
gi-ncrally  juMdiicc  the  ejwtion  from  otHce  of  managers  ap- 
pointeil  by  the  government.  Against  the  very  ineffectual 
security  afforded  by  meetings  of  shareholders,  and  by  their 
individual  inspectiim  an<l  enfjiiiries,  may  be  placed  the 
greater  piihliciiy  and  more  active  discussion  and  comment, 
to  be  expected  in  free  countries  with  regard  to  affairs  in 
wliich  the  general  jiovemnient  takes  part.  Tlie  defects, 
therefore,  of  government  munagcment,  do  not  seem  to  be 
iiefessiinly  much  greater,  if  necessarily  greater  at  all,  than 
those  of  nmnMgemeiit  by  joint-stock. 
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Tlie  true  reasons  in  favour  of  leaving  to  voluntary  associ- 
ations all  such  things  as  they  are  competent  to  perform, 
would  exist  in  equal  strength  if  it  were  certain  that  the 
work  itself  would  be  as  well  or  better  done  by  public  offi- 
cers. Tliese  reasons  have  been  already  pointed  out :  the 
mischief  of  overloading  the  chief  functionaries  of  govern- 
ment with  demands  on  their  attention,  and  diverting  them 
from  duties  which  they  alone  can  discharge,  to  objects 
which  can  be  sufficiently  well  attained  without  them ;  the 
danger  of  unnecessarily  swelling  the  direct  power  and  indi- 
rect influence  of  government,  and  multiplying  occasions  of 
collision  between  its  agents  and  private  citizens ;  and  the 
inexpediency  of  concentrating  in  a  dominant  bureaucracy, 
all  the  skill  and  experience  in  the  management  of  large  in- 
terests, and  all  the  power  of  organized  action,  existing  in 
the  community  ;  a  practice  which  keeps  the  citizens  in  a 
relation  to  the  government  like  that  of  children  to  their 
guardians,  and  is  a  main  cause  of  the  inferior  capacity  for 
political  life  which  has  hitherto  characterized  the  over-gov- 
erned countries  of  the  Continent,  whether  with  or  without 
the  forms  of  representative  government.* 

But  although,  for  these  reasons,  most  things  which  are 
likely  to  be  even  tolerably  done  by  voluntary  associations, 
should,  generally  speaking,  be  letl  to  them  ;  it  does  not  fol- 
low that  the  manner  in  which  those  associations  perform 
their  work  should  be  entirely  uncontrolled  by  the  govem- 

*  A  parallel  case  may  he  found  in  the  distaste  for  politics,  and  al>sence  of 
puhlic  spirit,  hj  which  women,  as  a  class,  are  characterized  in  the  present  state 
of  society,  and  which  is  often  felt  and  complained  of  hy  political  reform(>rs,  with- 
out, in  general,  making  them  willing  to  recognise,  or  desirous  to  remove,  its 
cause.  It  obviously  arises  from  th(>ir  being  taught,  both  by  institutions  and  by 
the  whole  of  their  education,  to  regard  themselves  as  entirely  apart  from  politics. 
WhercTer  they  have  been  politicians,  they  have  shown  as  great  interest  in  the 
subject,  and  as  great  aptitude  for  it,  according  to  the  spirit  of  their  time,  as  the 
men  with  whom  they  were  cotemporaries :  in  that  period  of  history  (for  example) 
in  which  Isabella  of  Castile  and  Elizal)eth  of  England  were,  not  rare  exceptions, 
but  merely  brilliant  examples  of  a  spirit  and  capacity  very  largely  difi\i8ed 
among  women  of  high  station  and  cultivation  in  Europe. 
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nicnt.  Tlifi-e  are  many  cases  in  wliich  the  agency,  of  what 
I'vci'  nntiiri.-,  liy  which  a  service  is  performed,  is  CL-rtain,  from 
the  nature  of  the  cn^e,  to  be  virtiialiy  single ;  in  which  a 
jiracticitl  niimtiiKily,  with  all  the  power  it  confers  of  taxing 
the  community,  CLtnimt  be  prevented  from  existing-  I  have 
already  more  thnii  once  adverted  to  the  case  of  tiie  gas  and 
watLT  eoni]i:inii.'S,  among  which,  tliongli  perfect  freedom  is 
allowed  to  competition,  none  really  takes  jilace,  and  pracli- 
cally  they  are  fonnil  to  be  even  more  irrespoiieihle,  and  nn- 
approaclmblo  hy  individual  complaints,  than  the  govern- 
ment. There  are  the  expenses  without  the  advantages 
of  plurality  of  agency  ;  and  the  charge  made  for  services 
which  cannot  be  dispensed  with,  is,  in  substance,  quite  as 
mnch  compulrnry  taxation  as  if  imposed  by  law  :  there  are 
few  holl^ehl.h!crs  who  make  any  distinction  between  their 
"water  rate"  and  their  other  local  taxes.  In  tlie  case  of 
tlK'Se  particular  services,  the  reasons  pre]ioTidcrate  in  favour 
of  Ihcir  being  performorl,  like  the  paving  and  cleaneing  of 
the  streets,  not  certainly  by  the  general  government  of  the 
stiite,  but  by  the  mmiicipal  authontiL'S  of  the  town,  and  the 
expense  defrayed,  as  oven  now  it  in  fact  is,  by  a  local  rate. 
But  In  the  many  analogous  causes  which  it  is  best  to  resign 
to  voluntary  ajjeucy,  the  conuiuinity  needs  some  other  se- 
curity for  the  tit  perfonnauce  of  the  service  than  the  inter- 
est of  the  managers;  and  it  \^  tlic  part  of  government, 
either  to  snbjcct  the  business  to  reasonable  conditions  for 
the  jrencriil  advantage,  or  to  retain  such  power  over  it,  that 
the  pvofits  (if  tbc  nnuiO]ii>ly  may  at  least  be  obtained  for  the 
public.  Tliis  appliohi  To  the  case  of  a  road,  a  canal,  or  a 
railway.  These  are  always,  in  a  great  degree,  practical 
nKini'piilics ;  and  a  government  which  concedes  such  mono- 
poly mireservedjy  to  a,  private  company,  does  much  the 
suriie  thing  as  if  it  allowcil  an  individual  or  an  association 
to  levy  nny  tax  tliey  chose,  for  their  own  benefit,  on  all  the 
malt  produced  in  the  country,  or  on  all  the  cotton  imported 
into  il.  Ti'  make  tlie  concession  for  a  limited  time  is  gen- 
erally justifiable,  on  the  principle  which  justifies  patents  for 
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inventions :  but  the  state  should  either  reserve  to  itself  a 
reversionary  property  in  such  pubh'c  works,  or  should  re- 
tain, and  freely  exercise,  the  right  of  fixing  a  maximum  of 
fares  and  charges,  and,  from  time  to  time,  varying  that  max- 
imum. It  is  perhaps  necessary  to  remark  that  the  state 
may  be  the  proprietor  of  canals  or  railways  without  itself 
working  them  ;  and  that  they  will  almost  always  be  better 
worked  by  means  of  a  company,  renting  the  railway  or 
canal  for  a  limited  period  from  the  state. 

§  12.  To  a  fourth  cause  of  exception  I  must  request 
particular  attention,  it  being  one  to  which,  as  it  appears  to 
me,  the  attention  of  political  economists  has  not  yet  been 
sufficientlv  drawn.  There  are  matters  in  which  the  inter- 
ference  of  law  is  required,  not  to  overrule  the  judgment  of 
individuals  respecting  their  own  interest,  but  to  give  effect 
to  that  judgment ;  they  being  unable  to  give  effect  to  it  ex- 
cept by  concert,  which  concert  again  cannot  be  effectual 
unless  it  receives  validity  and  sanction  from  the  law.  For 
illustration,  and  without  prejudging  the  particular  point,  I 
may  advert  to  the  question  of  diminishing  the  hours  of  la- 
bour. Let  us  suppose,  what  is  at  least  supposable,  whether 
it  be  the  fact  or  not — that  a  general  reduction  of  the  hours 
of  factory  labour,  say  from  ten  to  nine,  would  be  for  the  ad- 
vantage of  the  workpeople  :  that  they  would  receive  as  high 
wages,  or  nearly  as  high,  for  nine  hours  labour  as  they  re- 
ceive for  ten.  If  this  would  be  the  result,  and  if  the  opera- 
tives generally  are  convinced  that  it  would,  the  limitation, 
some  may  say,  will  be  adopted  spontaneously.  I  answer, 
that  it  will  not  be  adopted  unless  the  body  of  o])eratives 
bind  themselves  to  one  another  to  abide  by  it.  A  work- 
man who  refused  to  work  more  than  nine  hours  while  there 
were  others  who  worked  ten,  would  either  not  be  employed 
at  all,  or  if  employed,  must  submit  to  lose  one-tenth  of  his 
wages.  However  convinced,  therefore,  he  may  be  that  it 
is  the  interest  of  the  class  to  work  short  time,  it  is  contrary 
to  his  own  interest  to  set  the  example,  unlaw  he  is  well  aa- 
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Bured  tliat  nil  or  most  otiiers  will  follow  it.  But  suppose  a 
general  agri-einciit  uf  tJie  wliole  cliis&:  might  not  tliis  be 
eH'wtunl  withimt  tlif  eanctioiiof  lawJ  Xut  nnloes  enforced  hj 
opinicn  with  n  riginir  practically  equal  to  tliat  of  law.  For 
liowever  Iti-nuficial  the  observance  of  the  regulation  niiglit 
be  to  the  elass  cullceti vi.-ly,  the  iiiiiiiediate  intei'est  of  every 
individual  wuiihl  lie  in  vi<ilal!ng  it:  anil  the  more  numerous 
tho&e  were  who  adhered  to  the  ™lc,  Uie  more  would  indi- 
viiluals  gain  by  departing  from  it.  If  nearly  all  restricted 
themselves  to  nine  hours,  those  Avho  choi-e  to  work  for  ten 
wonld  gain  nil  tlie  advantage  of  the  restriction,  together 
with  the  jinifif  of  infiiiigiug  it;  they  wonld  get  ten  hours 
wageti  for  nhie  hour^;  work,  and  an  hour's  wages  besides,  I 
grtmt  that  if  a  large  niajorily  adhered  to  the  nine  hours, 
there  would  ho  no  harm  dune  :  the  benefit  would  be,  in  the 
main,  secured  to  the  class,  while  those  individuals  who  pre- 
fcrr'cd  to  woi'b  harder  and  earn  more,  would  have  an  oi>por- 
tiiiiity  of  doing  so.  Tliis  certainly  would  be  the  state  of 
things  to  ho  wi>licd  for;  and  assuming  that  a  reduction  of 
hoiii's  without  any  dinuniition  of  wages  could  take  place 
without  expelling  tjic  coniinodity  from  some  of  its  markets 
— which  i.s  in  every  partii-nliir  instance  a  (picstion  uf  fact, 
not  of  i>rini'ijilc— thi-  manner  in  ivhii-h  it  would  be  most 
desirable  lliat  this  effect  shonhl  he  brought  about,  would  be 
by  a  quiet  change  in  the  general  custom  of  the  trade  ;  short 
hours  bceoiiLing,  by  spontaneous  choice,  the  general  prac- 
tice, but  tlifwe  who  chose  to  deviate  from  it  having  the  full- 
est liberty  to  do  so.  Probably,  however,  so  many  would 
prefer  llie  ten  hours  work  ini  the  improved  terms,  that  the 
limitation  could  not  be  maintained  as  a  general  practice: 
what  some  did  from  choice,  <ilhers  would  soon  be  obliged 
to  do  from  necessity,  and  those  who  had  chosen  long  hours 
for  ihe  sake  of  iuereascd  wages,  would  be  forced  in  the  end 
to  work  long  hours  for  no  greater  wages  than  before.  As- 
suming llien  that  it  really  would  be  the  interest  of  each  to 
Work  only  nine  hours  if  he  could  be  assured  that  all  others 
would  do  the  same,  tliere  might  be  no  means  of  their  attaiii- 
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ing  tills  object  but  by  converting  their  supposed  mutaal 
agreement  into  an  engagement  under  penalty,  by  consent- 
ing to  have  it  enforced  by  law.  I  am  not  expressing  any 
opinion  in  favour  of  such  an  enactment,  which  has  never 
been  demanded,  and  which  I  certainly  should  not,  in  pres- 
ent circumstances,  recommend  :  but  it  serves  to  exemplify 
tlie  manner  in  which  classes  of  persons  may  need  the  assist- 
ance of  law,  to  give  effect  to  their  deliberate  collective  opin- 
ion of  their  own  interest,  by  affording  to  every  individual  a 
guarantee  that  his  competitors  will  pursue  the  same  course, 
without  which  he  cannot  safely  adopt  it  himself. 

Another  exemplification  of  the  same  principle  is  afforded 
by  what  is  known  as  the  Wakefield  system  of  colonization. 
TTiis  system  is  grounded  on  the  important  principle,  that 
the  degree  of  productiveness  of  land  and  labour  depends  on 
their  being  in  a  due  proportion  to  one  another ;  that  if  a 
few  persons  in  a  newly-settled  country  attempt  to  occupy 
and  appropriate  a  large  district,  or  if  each  labourer  becomes 
too  soon  an  occupier  and  cultivator  of  land,  there  is  a  loss 
of  productive  power,  and  a  great  retardation  of  the  progress 
of  the  colony  in  wealth  and  civilization :  that  nevertheless 
the  instinct  (as  it  may  almost  be  called)  of  appropriation, 
and  the  feelings  associated  in  old  countries  with  landed  pro- 
prietorship, induce  almost  every  emigrant  to  take  possession 
of  as  much  land  as  he  has  the  means  of  acquiring,  and  every 
labourer  to  become  at  once  a  proprietor,  cultivating  his  own 
land  with  no  other  aid  than  that  of  his  family.  If  this  pro- 
pensity to  the  immediate  possession  of  land  could  be  in  some 
degree  restrained,  and  each  labourer  induced  to  work  a  cer- 
tain number  of  years  on  hire  before  he  became  a  landed 
proprietor,  a  perpetual  stock  of  hired  labourers  could  be 
maintained,  available  for  roads,  canals,  works  of  irrigation, 
&c.,  and  for  the  establishment  and  carrying  on  of  the  differ- 
ent branches  of  town  industry  ;  whereby  tl.e  labourer,  when 
he  did  at  last  become  a  landed  proprietor,  would  find  his 
land  much  more  valuable,  through  access  to  markets,  and 
facility  of  obtaining  hired  labour.    Mr.  Wakefield  therefore 
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proposed  fo  check  tlie  premature  occupation  of  land,  and 
dispersion  of  tlic  people,  by  putting  upon  all  unappropriated 
lands  a  ratlier  liigli  price,  tlie  proceeds  of  which  were  to  tie 
expended  in  conveying  emigrant  labourers  from  the  mother 
couutry. 

This  salutary  provision,  however,  has  been  objected  lo, 
in  the  name  and  on  the  authority  of  what  was  represented 
as  the  great  principle  of  political  economy,  that  individuals 
are  the  best  judges  of  their  own  interest.  It  was  said,  that 
when  things  are  left  to  themselves,  land  is  appropriated  and 
ccupied  by  the  spOTitaneous  choice  of  individuals,  in  the 
quantities  anil  at  the  times  most  advantageous  to  each  per- 
son, and  therefore  to  the  community  generally;  and  that  to 
interpose  artiticiul  obstacles  to  their  obtaining  land,  is  to 
prevent  them  fmin  adopting  the  course  which  in  their  own 
judgment  is  must  beneficial  to  them,  from  a  self-conceited 
notion  of  the  legislator,  that  he  knows  what  is  most  for  their 
interest,  better  than  they  do  themselvcB.  Now  this  is  a 
comjilctc  misunderstanding,  either  of  the  system  itself,  or  of 
the  principle  with  wliicii  it  is  alleged  to  conflict.  The  over- 
sight is  similar  to  that  which  we  Lave  just  seen  exemplified 
on  the  subject  of  hours  of  labour.  However  beneficial  it 
might  be  to  the  colony  in  the  aggregate,  and  to  each  indi- 
vidual composing  it,  that  no  one  should  occupy  more  land 
than  he  can  properly  cnltivate,  nor  become  a  proprietor 
until  there  are  other  labourers  ready  to  take  his  place  in 
working  for  hire ;  it  can  never  be  the  interest  of  an  individ- 
ual lo  exercise  this  forbearance,  unless  he  is  assured  that 
othci-s  will  do  BO  too.  Surrounded  by  settlors  who  have 
each  their  thousand  acres,  how  is  lie  benefited  by  restricting 
liimself  to  fifty  ?  or  what  does  n  labourer  gain  by  deferring 
the  acfpiisition  altogether  for  a  few  years,  if  all  other  labourer? 
rush  to  convert  their  first  earnings  into  estates  in  the  wilder 
ness,  several  miles  apart  from  one  another?  If  they,  bj 
seizing  on  land,  prevent  tlie  foi'matioii  of  a  class  of  labonrera 
for  wages,  he  will  not,  by  postponing  the  time  of  his  be- 
coming a  j)ro]>rictor,  be  enabled  to  employ  the  land  with 
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any  greater  advantage  when  he  does  obtain  it ;  to  what  end 
therefore  should  he  place  himself  in  what  will  appear  to  him 
and  others  a  position  of  inferiority,  by  remaining  a  hired 
labourer  when  all  around  him  are  proprietors?  It  is  the 
interest  of  each  to  do  what  is  good  for  all,  but  only  if  others 
will  do  likewise. 

The  principle  that  each  is  the  best  judge  of  his  own  in- 
terest, undei*stood  as  these  objectors  understand  it,  would 
prove  that  governments  ought  not  to  fulfil  any  of  their 
acknowledged  duties— ought  not,  in  fact,  to  exist  at  all.  It 
is  greatly  the  interest  of  the  community,  collectively  and 
individually,  not  to  rob  or  defraud  one  another :  but  there 
is  not  the  less  necessity  for  laws  to  punish  robbery  and 
fraud ;  because,  though  it  is  the  interest  of  each  that  nobody 
should  rob  or  cheat,  it  is  not  any  one's  interest  to  refrain 
from  robbing  and  cheating  others  when  all  others  are  per- 
mitted to  rob  and  cheat  him.  Penal  laws  exist  at  all, 
chiefly  for  this  reason,  because  even  an  unanimous  opinion 
that  a  certain  line  of  conduct  is  for  the  general  interest,  does 
not  always  make  it  people's  individual  interest  to  adhere  to 
that  line  of  conduct. 

§  13.  Fifthly ;  the  argument  against  government  inter- 
ference grounded  on  the  maxim  that  individuals  are  the 
best  judges  of  their  own  interest,  cannot  apply  to  the  very 
large  class  of  cases,  in  which  those  acta  of  individuals  with 
which  the  goveniment  claims  to  interfere,  are  not  done  by 
those  individuals  for  their  own  interest,  but  for  the  interest 
of  otlier  people.  Tliis  includes,  among  other  things,  the 
important  and  much  agitated  subject  of  public  charity. 
Tliough  individuals  should,  in  general,  be  left  to  do  tot 
themselves  whatever  it  can  reasonably  be  expected  that  they 
should  be  capable  of  doing,  yet  when  they  are  at  any  rate 
not  to  be  left  to  themselves,  but  to  be  helped  by  otlier 
people,  the  question  arises  whether  it  is  better  that  they 
should  receive  this  help  exclusively  from  individuals,  and 
therefore  uncertainly  and  casually,  or  by  systematic  ar- 
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raiigemcHls,  in  wliii'li  sucicty  auts  through  its  organ,  the 
state. 

Tliis  hi'ings  us  to  the  suhject  of  Poor  Laws;  a  enhjctt 
whii-h  wnihi  he-  of  vltj'  minor  importance  if  the  habits  of 
all  ehisM'H  of  t!n3  people  were  tL-inperate  sind  pnident,  and  the 
diffusion  of  property  satisfactory ;  but  of  the  greatest  mu- 
ment  in  a  st:ite  of  thinj^s  so  much  the  reverse  of  this,  in  both 
points,  as  that  which  the  British  islands  jiresent. 

Apart  fi-om  any  metaphysi'jal  considerations  respecting 
the  foiiuilatiun  of  morals  or  of  the  social  union,  it  will  he 
admitted  to  be  right  that  human  beings  t-hould  help  one  an- 
other ;  and  the  more  so,  in  proportion  to  the  urgency  of  tlie 
need  :  and  none  needs  help  so  urgently  as  one  who  is  starv- 
ing. Till'  ehiini  to  help,  therefore,  treated  by  destitution, 
is  one  of  the  stronge.-it  which  caii  exist ;  and  there  in  prima 
facie  the  amplest  reason  for  malting  the  relief  of  so  extreme 
an  exigeii(;y  as  certain  to  those  who  require  it,  as  by  any 
arraiigcmeiits  of  society  it  can  be  made. 

On  the  other  hand,  in  all  ciises  ol'  helping,  there  are  two 
sets  of  consequences  to  be  eonr-idercd;  the  consequences  of 
the  assistance  itself,  and  the  consequences  of  relying  on  the 
asfii-stanee.  The  former  arc  generally  beneficial,  but  the 
latter,  for  the  most  part,  injurious ;  so  nuich  so,  in  many 
caseri,  as  greatly  to  outweigh  the  value  of  the  benefit.  And 
this  is  never  more  likely  to  happen  than  in  the  very  cases 
where  the  need  ()f  help  is  the  most  intense.  There  are  few 
things  fur  whi<'h  it  is  nuirc  niiseliiovons  that  people  should 
rely  on  the  liubitujil  aid  of  olhcra,  than  for  the  means  of  sub- 
sistence, and  uidiiijipily  tlicre  is  no  le^on  which  they  more 
easily  learn.  The  jiroblem  to  be  solved  is  therefore  one  of 
peculiar  nicety  as  well  as  importance;  how  to  give  the 
greatest  amount  uf  needful  help,  with  the  smallest  encour- 
agemcTit  to  UTidue  reliuTice  on  it. 

Kiicrgy  rmd  scll'-dop<'ridence  arc,  however,  liable  to  be 
impaired  by  the  ab.-cm'e  of  help,  as  well  aa  by  its  exceea. 
It  is  even  iimre  fatal  to  exertion  to  have  no  hope  of  succeed- 
ing by  it,  than  to  be  assured  of  succeeding  without  it.     When 
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the  condition  of  any  one  is  bo  disaBtrous  that  hiB  energies  are 
paralyzed  by  discouragement,  assistance  is  a  tonic,  not  a 
sedative :  it  braces  instead  of  deadening  the  active  faculties : 
always  provided  that  the  assistance  is  not  such  as  to  dispense 
with  self-help,  by  substituting  itself  for  the  person's  own 
labour,  skill,  and  prudence,  but  is  limited  to  affording  him  a 
better  hope  of  attaining  success  by  those  legitimate  means. 
This  accordingly  is  a  test  to  which  all  plans  of  philanthropy 
and  benevolence  should  be  brought,  whether  intended  for 
the  benefit  of  individuals  or  of  classes,  and  whether  con- 
ducted on  the  voluntary  or  on  the  government  principle. 

In  so  far  as  the  subject  admits  of  any  general  doctrine 
or  maxim,  it  would  appear  to  be  this — ^that  if  assistance  is 
given  in  such  a  manner  that  the  condition  of  the  person 
helped  is  as  desirable  as  that  of  the  person  who  succeeds 
in  doing  the  same  thing  without  help,  the  assistance,  if  ca- 
pable of  being  previously  calculated  on,  is  mischievous ;  but 
if,  while  available  to  everybody,  it  leaves  to  every  one  a 
strong  motive  to  do  without  it  if  he  can,  it  is  then  for  the 
most  part  beneficial.  This  principle,  applied  to  a  system 
of  public  charity,  is  that  of  the  Poor  Law  of  1834.  If  the 
condition  of  a  person  receiving  relief  is  made  as  eligible  as 
that  of  the  labourer  who  supports  himself  by  his  own  exer- 
tions, the  system  strikes  at  the  root  of  all  individual  industry 
and  self-government ;  and,  if  fully  acted  up  to,  would  re- 
quire as  its  supplement  an  organized  system  of  compulsion, 
for  governing  and  setting  to  work  like  cattle,  those  who  had 
been  removed  from  the  influence  of  the  motives  that  act  on 
human  beings.  But  if,  consistently  with  guaranteeing  all 
persons  against  absolute  want,  the  condition  of  those  who 
are  supported  by  legal  charity  can  be  kept  considerably 
less  desirable  than  the  condition  of  those  who  find  support 
for  themselves,  none  but  beneficial  consequences  can  arise 
from  a  law  which  renders  it  impossible  for  any  person,  ex- 
cept by  his  own  choice,  to  die  from  insuflSciency  of  food* 
That  in  England  at  least  this  suppofiition  can  be  realized, 
is  proved  by  the  experience  of  a  long  period  preceding  the 
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close  of  tlie  last  centiiiy,  as  well  as  by  that  of  many  highly 
pauperized  ciistricis  in  more  recent  times,  which  have  l)een 
dispau[ierized  by  ado]iting  Btrict  rules  of  poor-law  admiuis- 
tration,  to  the  givat  aud  permanent  benefit  of  the  whole 
liibouring  class.  Tliore  is  probably  no  country  in  which,  by 
varying  the  means  suitably  to  the  character  of  the  people,  a 
legal  provision  for  the  destitute  might  not  be  ntadc  compat- 
ible with  the  observanee  of  the  conditions  necessary  to  its 
being  iimocuons. 

Subject  to  these  conditions,  I  conceive  it  to  be  bigiily 
desirable,  that  the  certainty  of  subsistence  should  be  held 
out  by  law  to  the  destitute  able-bodied,  rather  than  that 
their  relief  should  depend  on  voluntary  charity.  In  the  first 
place,  charity  almost  always  does  too  much  or  too  little;  it 
lavishes  its  bounty  in  one  jilaee,  and  leaves  people  to  starve 
in  another.  Secondly,  since  the  state  must  necessarily  pro- 
vide Bidisistence  for  the  criminal  poor  while  undergoing 
punishment,  not  to  do  the  same  for  the  poor  who  have  not 
offended  is  to  give  a  premium  on  crime.  And  latstly,  if  the 
poor  are  loft  to  individual  charity,  a  vast  amount  of  men- 
dicity is  inevitable.  AVhat  the  state  may  and  should  aban- 
don to  private  charity,  is  the  task  of  distinguishing  between 
one  case  of  real  iiecessiry  anil  another.  Private  charity  can 
give  more  to  the  more  deserving,  Tlie  state  must  act  by 
general  nilcw.  It  cannot  undertake  to  discriminate  between 
the  dcsiTviug  luid  the  undeserving  indigent.  It  owes  no 
more  than  siib.'iistenee  to  the  first,  and  can  give  no  less  to 
the  hi>t.  What  is  siiiil  about  the  injustice  of  a  law  which 
has  no  belter  treatment  for  the  merely  unfortunate  poor  than 
fur  the  ill-conducted,  is  I'liunded  on  a  misconception  of  the 
province  of  law  and  public  authority.  The  dispensers  of 
public  relief  have  no  iHiaiiiess  to  be  inquisitors.  Guardians 
and  overseers  are  not  fit  to  be  trusted  to  give  or  withhold 
other  iieo|ilc's  money  according  to  their  verdict  on  the 
morn!ily  of  the  per.-ion  soliciting  it;  and  it  would  show 
miirh  ignorance  of  the  way^  of  mankind  to  suppose  that 
such  persons,  even  in  the  almost  inipOBsible  ease  of  their 
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being  qualified,  will  take  the  trouble  of  ascertaining  and 
sifting  the  past  conduct  of  a  person  in  distress,  so  as  to  form 
a  rational  judgment  on  it.  Private  charity  can  make  these 
distinctions  ;  and  in  bestowing  its  own  money,  is  entitled  to 
do  so  according  to  its  own  judgment.  It  should  understand 
that  this  is  its  peculiar  and  appropriate  province,  and  that 
it  is  commendable  or  the  contrary,  as  it  exercises  the  func- 
tion with  more  or  less  discernment.  But  the  administrators 
of  a  public  fund  ought  not  to  be  required  to  do  more  for 
anybody,  than  that  minimum  which  is  due  even  to  the 
worst.  If  they  are,  the  indulgence  very  speedily  becomes 
the  rule,  and  refusal  the  more  or  less  capricious  or  tyrannical 
exception. 

§  14.  Another  class  of  cases  which  fall  within  the  same 
general  principle  as  the  case  of  public  charity,  are  those 
in  which  the  acts  done  by  individuals,  though  intended 
solely  for  their  own  benefit,  involve  consequences  extending 
indefinitely  beyond  them,  to  interests  of  the  nation  or  of 
posterity,  for  which  society  in  its  collective  capacity  is  alone 
able,  and  alone  bound,  to  provide.  One  of  these  cases  is 
that  of  Colonization.  If  it  is  desirable,  as  no  one  will  deny 
it  to  be,  that  the  planting  of  colonies  should  be  conducted, 
not  with  an  exclusive  view  to  the  private  interests  of  the 
first  founders,  but  with  a  deliberate  regard  to  the  permanent 
welfare  of  the  nations  afterwards  to  arise  from  these  small 
beginnings ;  such  regard  can  only  be  secured  by  placing 
the  enterprise,  from  its  commencement,  under  regulations 
constnicted  with  the  foresight  and  enlarged  views  of  philo- 
sophical legislators ;  and  the  government  alone  has  power 
either  to  frame  such  regulations,  or  to  enforce  their  obser- 
vance. 

The  question  of  government  intervention  in  the  work  of 
Colonization  involves  the  future  and  permanent  interests  of 
civilization  itself,  and  far  outstretches  the  comparatively 
narrow  limits  of  purely  economical  considerations.  But 
even  with  a  view  to  those  considerations  alone,  the  removal 
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of  population  from  the  overcrowded  to  the  iinoeciipied  parts 
of  the  eiirtli's  snrfiice  is  one  of  those  works  of  eminent  social 
usefulness,  which  moat  require,  and  whiL'h  at  the  same  time 
best  TL'jiay,  the  intervention  of  goTernnient. 

To  appifi'iiite  the  benefits  of  colonization,  it  should  be 
considered  hi  its  relation,  not  to  a  single  eonntry,  but  to  tho 
collective  economical  intei-esta  of  the  human  race.  The 
question  is  in  general  treutod  too  exclusively  as  one  of  dis- 
tribution ;  of  relieving  one  labour-market  ami  supplying 
anotiier.  It  is  this,  but  it  is  also  a  question  of  production, 
and  of  the  most  efficient  employment  of  the  productive 
resources  of  the  worlJ.  Much  has  been  said  of  the  good 
eciinoiuy  of  importing  commodities  fram  the  place  wbere 
tliey  can  be  bought  cheape!?t ;  while  the  good  economy  of 
protlu-.-ing  t!icm  wIktc  they  can  be  produced  cheapest,  is 
comparatively  little  thought  of.  If  to  carry  consumable 
goods  from  the  places  where  they  are  superabundant  to 
those  where  they  are  scarce,  i&  a  good  pecuniary  speculation, 
is  it  nnt  aTi  equally  good  speculation  to  do  the  same  thing 
witii  rc;^nrd  to  labour  and  instninicnta  ?  The  exportation 
of  labourer*  and  capital  fr'om  old  to  new  countries,  from  a 
place  where  their  ])roductivc  power  is  less,  to  a  place  where 
it  is  greater,  increases  by  so  much  the  aggregate  produce  of 
the  labour  and  capital  of  the  world.  It  adds  to  the  joint 
wealth  of  the  old  and  the  new  countiy,  what  amounts  in  a 
short  period  to  many  times  the  mere  cost  of  efteeting  tlie 
transport.  Tliere  needs  be  no  hesitation  in  affirming  that 
Ciilonization,  in  the  present  state  of  the  world,  is  the  best 
affair  of  business,  in  which  tlie  capital  of  an  old  and  wealthy 
country  can  engage. 

It  is  equally  ob^Hiius,  however,  that  Colonization  on  a 
gi-cat  jicah:  can  be  undertaken,  a*  an  affair  of  business,  only 
by  the  government,  or  by  some  combination  of  individuals 
in  complete  understanding  witii  the  government;  except 
under  such  very  peculiar  circumstances  as  those  which  suc- 
ceeded the  Irish  famine.  Emigration  on  the  voluntary 
principle  rarely  has  any  material  influence  in  lightening  the 
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fcelres.     WLo  ti.«i  is  to  JklvuKv^  u  J     N*t»rit!h\  *t  n*A>  Sr 

feaii  the  capit^ists  of  the  coiory,  wh<^  iy\ju*^?v  !h\*  ^^'v  ur, 

and  who  intend  to  emplcT  it.     But  tv^  :h^  :h>T\*    ^  r^o 

obstacle*  that  a  capitalist,  after  gv^i:.g  To   ihe   c\;y*^^>^  ><" 

carriing  ont  labourers,  has  no  security  th^t  ho  *)wi;;  *s  tJn^ 

pere^^^n  to  derive  any  benefit  from  thenu     If  all  tJn^  o*pit>it>t* 

of  the  colony  were  to  combine,  and  bt^ar  the  oxjvn>%^  V\  >v.b 

scription,  tliey  would  still  have  no  security  that  the  K^^K^r.ix^^H^ 

when  there,  would  continue  to  work  for  thcui.     .\rtcr  \>\mK' 

iiig  for  a  short  time  and  earning  a  few  |HMn\ds^  they  ,h1\>.^\*^ 

unless  prevented  by  the  government,  sHjuat  on  uutHvupusl 

land,  and  work  only  for  themselves.     The  experimoi^t  lu^s 

been  repeatedly  tried  whether  it  was  pos^siMo  to  oufoiw 

contracts  for  labour,  or  the  repayment  of  the  juijwagi^n^ouoy 

of  emigrants  to  those  who  advanceil  it,  and  the  tn>uMo  nnd 

expense  have  always  exceeded  the  advautnp*.     'IIjo   ou\\ 

other  resource  is  the  voluntary  contrihutionn  of  parij^ho^  or 

individuals,  to  rid  themselves  of  surplus  l«lMUirt»rH  \vht>  un^ 

already,  or  who  are  likely  to  bec'onus  hxMilly  churpMihh*  on 

the  poor-rate.     Were  this  speculation  to  Imhmmuo  ^eiirnil,  it 

might  produce  a  sufficient  amount  of  omigriititui  \o  ehmr  uH* 

the  existing  unemployed  population,  but  not  to  riiino  tho 

wages  of  the  employed  :  and  the  same  tiling  wouhl  nupihii 

to  be  done  over  again  in  less  than  another  gentTiition. 
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One  of  tlie  priiioijial  reasons  vrhy  Colonization  eliotild  be 
a  national  undtTtakirig,  in  that  in  this  manner  alone,  save  in 
highly  cxccplionfil  cases,  can  emigration  lie  Belf-suiiporting. 
The  exportation  ttf  capital  and  labour  to  a  new  conntry  being, 
as  before  observed,  one  of  tiie  best  of  all  affairs  of  bneiness, 
it  is  absnrd  that  it  sbonid  not,  like  other  affairs  of  bnsini^BS, 
repay  its  own  exjienses.  Of  the  great  addition  which  it  makes 
to  the  prodnce  of  the  world,  there  can  be  no  reason  why  a 
Bnfficieiit  portion  should  not  be  intercepted,  and  employed  in 
reinibnreing  the  oullay  ineuired  in  effecting  it.  For  reasons 
already  given,  no  iiidividnal  or  body  of  individuals,  can  reim- 
burse themselves  for  the  expense;  the  government,  however, 
can.  It  can  take  frum  tlie  anTinal  increase  of  wealth,  eansed 
by  the  Gniigratinn,  the  fraction  which  suffices  to  repay  with 
iiiiercst  whnt  thcciiii^rration  lias  cost.  The  expenses  of  emi- 
gration to  a  colony  onglit  to  be  borne  by  the  colony;  and 
tiiis,  in  general,  is  only  pos^^ible  when  they  arc  borne  by  the 
colonial  govennneiit. 

Of  the  modes  in  which  a  fiiiiil  for  the  support  of  coloni- 
zation can  be  raised  in  the  colony,  none  is  comparable  in 
advantage  to  that  which  was  first  suggested,  and  has  since 
been  so  ably  and  perse vcri ugly  advocated,  by  Mr.  Wake- 
field :  the  jilan  «i'  pntting  a  price  on  all  nnocenpied  land, 
and  devoting  the  procircds  to  enngrntion  Tlie  nntonnded 
and  jjcdsintic  obJL'ction.i  to  this  ]  1  m  InM  bcin  nnswcrtd  m 
a  former  part  of  this  r'hapter :  we  hive  n  w  to  s\  t.ak  of  its 
advantages.  l'ii-<I.  it  avoids  llic  liftifnlties  and  disconttntB 
incident  to  ruiMnir  a  larire  aiinnd  amonnt  h\  taxation,  a 
thing  wliich  it  i>  .^hll^;;t  nsch-ss  to  atten]]>t  with  a  scattered 
popnialion  of  settlers  in  llie  wilderness,  who,  as  experience 
pnivcs.  can  sehhun  be  conijiclled  to  pay  direct  taxes,  except 
nt  a  cost  exceeding  their  amtmnt;  while  in  an  infant  com- 
innnity  indirect  taMitidi  soon  readies  its  limit.  The  sale 
ijf  hinds  is  tbn.'i  by  fur  the  easiest  mode  of  raising  the  requi- 
site funds.  But  it  ha^  other  and  t-till  greater  recomnienda- 
tioiis.  It  is  a  lu'neflcial  check  npim  the  tendency  of  a  popu- 
lation of  colonists  to  adopt  the  tastee  and  inctinationa  of 
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savage  life,  and  to  <lirtperke  ho  widely  as  to  Iom*  all  tlio 
advanta<i^es  of  coiniiieree,  of  nmrketri,  of  He|Minitit»n  of  eiii- 
ploymeiitrt,  and  coiiibiiiation  of  lahour.  Uy  making  it  neet'ri- 
Bary  for  those  who  emigrate  at  the  ex|>«Mis«t  of  the  fund,  to 
earn  a  considerable  sum  Ijefore  they  ean  be<*ome  landed 
]>ropietors,  it  keeps  up  a  jwrpetual  huecession  of  hibourers 
for  hire,  who  in  every  country  are  a  most  importaFit  auxil- 
iary even  to  peasant  proprietors :  and  by  diFuinishin^  tho 
eagerness  of  agricultural  speculators  to  add  to  their  donniin, 
it  keeps  the  s(;ttltTs  within  reach  of  each  othrr  for  purpo>es  of 
co-operation,  arranges  a  numerous  body  of  them  within  easy 
distance  of  each  centre  of  foreign  commerce  and  non-agricul- 
tural indiLstry,  and  ensures  the  foiination  and  rapid  growth 
of  towns  and  town  pro<luct8.  This  concentration,  compared 
witli  the  dispersion  which  uniformly  occurs  when  uno<'Cupied 
land  can  be  had  for  nothing,  greatly  accelerates  the  attain- 
ment of  prosperity,  and  enlarges  the  fund  which  Fnay  be 
drawn  u{)on  fur  further  emigration.  Before  the  adoption 
of  the  Wakefield  system,  the  early  years  of  all  new  colonies 
were  full  of  hardship  and  difficulty  :  the  last  colony  founded 
on  the  old  princi])le,  the  Swan  River  settlement,  being  one 
of  the  most  characteristic  instances.  In  all  subse^juent  colo- 
nization, the  Wakefield  principle  has  been  acted  ui)on, 
though  imperfectly,  a  part  only  of  the  proceeds  of  the  sale 
of  land  being  df^votcd  to  emigration :  yet  wherever  it  has 
been  introduced  at  all,  as  in  South  Australia,  Victoria,  and 
New  Zealand,  the  restraint  put  ujx)!!  the  dispersion  of  the 
settlers,  and  the  influx  of  (rapital  caused  by  the  assurance  of 
being  able  to  obtain  hired  labour,  has,  in  spite  of  many  diffi- 
culties and  nmch  mismanagement,  produced  a  suddenness 
and  rapidity  of  ])rosperity  more  like  fable  than  reality.* 

*  The  objections  which  huvc  lM.'en  maiJc,  with  so  much  virulence,  in  ooiiie  of 
these  colonii^d,  to  the  Wakefield  system,  apply,  in  mi  far  an  they  have  any  valid* 
ity,  not  to  the  principle,  hut  to  8onic  pniviaionH  which  are  no  {mrt  of  tlie  HVritcni, 
ami  have  been  most  unneceHsanly  and  iniproiierly  engrafted  on  it ;  8uc)i  m  the 
ofTerinfr  only  a  limited  quantity  of  land  for  sale,  and  that  by  auction,  and  in  lota 
of  not  leHS  tlian  640  acn>j«,  instead  of  selling  all  land  which  is  asked  for,  and 
allowing  to  the  buyer  unlimited  freedom  of  choice,  both  as  to  quantity  and 
Uoo,  at  a  fined  price. 
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Tilt'  sL'H-siipiiortiiij;  system  of  cuIoiiizalioQ,  once  estab- 
li&lu'ii,  would  iiK-roarie  in  efficicuL-y  evtry  year;  its  eli'ect 
woiiltl  tonil  to  inc-reaatJ  iu  ^eiHiKilrieal  progression:  tor  siuce 
every  alitt^boilic-d  euiiyant,  until  tiie  country  is  fully  i>e(i- 
pli'd,  adilo  in  a.  very  short  time  to  its  wealth,  ovei-  and  above 
liis  uwii  foiisuniption,  tis  inudi  &b  would  defray  the  expense 
of  bringing  out  another  einigra-.it,  it  follows  that  the  greater 
the  number  already  sunt,  thb  jrrealer  ijuiiiber  might  coiitinuo 
to  he  sent,  eaeh  emigrant  Uying  the  foundation  of  a  suetvti- 
aion  of  other  eniigi'ant6  at  Bliort  intervale  without  ftesh 
expense,  until  the  colony  is  filled  up.  It  would  therefo.-e  be 
worth  while,  to  the  nuither  eountry,  to  aeeelerate  the  early 
stiige?  of  thia  i>rugrei-sion,  hy  loans  to  the  eohmies  for  the 
puq>ose  of  emigration,  repnyiible  from  the  fund  Tormed  by 
the  Sides  of  land.  In  tlius  advancing  tiie  meant,  jf  accom- 
plishing a  large  immediate  endgration,  it  would  be  investing 
that  amount  of  capital  in  the  mode,  of  all  otiiers,  most  bene- 
ficial to  the  colony;  and  the  labour  and  savings  of  these 
emigrants  would  ha:iten  the  period  at  which  a  large  m\in 
woidil  be  available  from  sales  of  land.  It  would  be  neces- 
sary, in  order  not  to  overstock  the  labour-market,  to  act  in 
concert  with  the  persons  disposed  to  remove  their  own  cap- 
ital to  the  Colony.  The  knowledge  that  a  large  amount  of 
hiri'd  labour  would  be  availiiblo,  in  bo  jiroiluctive  a  field  of 
emiiloynient,  would  ensure  a  large  emigration  of  capital  from 
a  country,  tike  En^rland,  of  low  profits  and  rapid  accumula- 
tion :  and  it  would  only  he  necessary  not  to  send  out  a 
grriiier  number  of  lalinurei-s  at  one  time,  than  this  capital 
could  absorb  and  emjjloy  at  high  wages. 

InaBinucli  as,  on  this  system,  any  given  amount  of  expen- 
diture, once  incuiTed.  would  provi<le  not  merely  a  single 
ei  Nigral  ion.  but  a  perjielnally  fl.jwing  stream  of  emigrants, 
H  bii'h  would  increase  in  lireailtb  and  depth  as  it  flowed  on ; 
this  lunde  of  relieving  ovcrpopidutiou  has  a  recommendation, 
iiiii  ]iii>-iv"i'l  liy  any  olher  pbin  ever  proposed  for  making 
hi-ud  !igMin-l  the  consefjiiences  of  increase  without  restrain- 
ing tlie  iucrtjusc  il=elf :  there  is  an  element  of  indefinitcness 


LIMITS  OF  THE   PROVINCE   OF   GOVERNMENT.  599 

In  it ;  no  one  can  perfectly  foresee  bow  far  its  influence,  as  a 
vent  for  surplus  population,  might  possibly  reacb.  Tbere  is 
hence  tlie  strongest  obligation  on  the  government  of  a  cc/Un- 
try  like  our  own,  with  a  crowded  population,  and  unoccu- 
pied continents  under  its  command,  to  build,  as  it  were,  and 
keep  open,  a  bridge  from  the  mother  country  to  those  con- 
tinents, by  establishing  the  self-supporting  system  of  coloniza- 
tion on  such  a  scale,  that  as  great  an  amount  of  emigration  as 
the  colonies  can  at  the  time  accommodate,  may  at  all  times  be 
able  to  take  place  without  cost  to  the  emigrants  themselves. 
Tlie  importance  of  these  considerations,  as  regards  the 
British  islands,  has  been  of  late  considerably  diminished  by 
the  unparalleled  amount  of  spontaneous  emigration  from 
Ireland ;  an  emigration  not  solely  of  small  farmers,  but  of 
the  poorest  class  of  agricidtural  labourers,  and  which  is  at 
once  voluntary  and  self-supporting,  the  succession  of  emi- 
grants being  kept  up  by  funds  contributed  from  the  earnings 
of  their  relatives  and  connexions  who  had  gone  before.  To 
this  has  been  added  a  large  amount  of  voluntary  emigration 
to  the  seats  of  the  gold  discoveries,  which  has  partly  sup- 
plied the  wants  of  our  most  distant  colonies,  where,  both 
for  local  and  national  interests,  it  was  most  of  all  required. 
But  the  stream  of  both  these  emigrations  has  already  con- 
siderably slackened,  and  it  is  not  certain  that  the  aid  of 
government  in  a  systematic  form,  and  on  the  self-supporting 
principle,  will  not  again  become  necessary  to  keep  the 
communication  open  between  the  hands  needing  work  in 
England,  and  the  work  wliich  needs  hands  elsewhere. 

§  16.  Tlie  same  principle  which  points  out  colonization, 
and  the  relief  of  the  indigent,  as  cases  to  wliich  the  prin- 
cipal objection  to  government  interference  does  not  apply, 
extends  also  to  a  variety  of  cases,  in  which  important  pub- 
lic services  are  to  be  j)erformed,  while  yet  there  is  no  indi- 
vidual specially  interested  in  performing  tliem,  nor  would 
any  adequate  remuneration  naturally  or  spontaneously 
attend  their  performance.     Take   for    instance  a   voyage 
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of  geograpliieal  or  scientific  exploration.  Tlie  inforniatitjn 
Bought  may  be  of  great  piiblie  value,  yet  nu  individual 
would  derive  any  benefit  from  it  wliich  would  repay  tlie 
expense  of  fitting  out  tlic  expedition  ;  and  there  is  no  mode 
of  intercepting  tlie  benefit  on  its  way  to  those  wlio  profit 
by  it,  in  order  to  levy  a  toll  for  the  remuneration  of  its 
authors.  Sneh  voyages  are,  or  miylit  be,  undertaken  by 
private  subscription  ;  but  tliis  is  a  rare  and  preearious  re- 
BOiuee.  InstaMces  are  nior^  frequent  in  which  the  expense 
has  been  boine  by  public  companies  or  iihilantbropic  asso. 
ciatioiis ;  but  in  general  such  enterprises  have  been  conduct- 
ed at  the  expense  of  govemnicut,  which  ia  thus  enabled  to 
ciitrut-t  them  to  the  persona  in  its  judgment  best  qualified 
for  the  task.  Again,  it  is  a  projier  ofliee  of  government  to 
build  and  maiiitaiii  lighthouses,  establish  bnoyii,  &c.,  for  the 
secnrity  of  navigation :  for  since  it  is  impossible  that  the 
ships  at  sea  which  are  benefited  by  a  lightliouse,  shonld  be 
lUiide  to  ]iay  a  toll  on  the  occasion  of  its  use,  no  one  would 
build  lighthouses  from  motives  of  personal  interest,  nnlesB 
indemnified  and  rewarded  from  a  compulsory  levy  made  by 
the  state.  There  are  many  scieutilie  researches,  of  great 
value  til  a  nalion  and  to  mankind,  requiring  assiduons  devo- 
tion of  time  and  labour,  and  not  uiifrequently  great  expense, 
by  persons  who  can  obtain  a  high  price  for  their  servicea 
in  other  ways.  If  the  gnveriiiucnt  had  no  power  to  grant 
indemnity  for  expense,  and  remuneration  for  time  and  labour 
thus  employed,  such  researche-^  could  only  be  undertaken  by 
the  vt^ry  few  pei'soiis  wbii,  with  an  indepcndant  fortune,  unite 
technical  knowledge,  laborious  habits,  and  eitlier  great 
]inblie  spirit,  or  an  ardent  desire  of  scientific  celebrity.* 

•  l'oniicWi:il  Willi  tliin  aiilycivr  is  the  (|iH'sliou  of  [ironiliiiK,  by  miMiiiB  of 
miliiwiiii-ntn  ur  snl.iiu's,  fur  llu;  niainti'imnra  nt  wliut  tins  been  enllod  a  learned 
ilu^.  Thc'  ciillivitliipn  <i(  spi'milntivo  kimwlptli,'*,  thougli  one  of  the  most  useful 
of  nil  rmpIfinrii'TII*,  i-t  :i  <itvTi-.>  n'liilrT.-il  111  rill-  c'(inimiiiiityciillei:tiTi'I_v,  nnl  inili- 

viilll(«Hy,ii«.lnnuuiiii"i| ■«  In.  ],  ^i  ,-,,.■;■  i   i.<. .. .  reiLwiiiiiile  llut  tho  coai- 

nmiiily  wlleWiwIy -ii  ■■:   l   i         .■,;■■.   I  mn  nn  nuy  iinlividiml  for* 

pminiiiiH')'  rvtliiniiTiii !■■      ■     !■        .   i  ■         i   i    ■-  m-cli'  fur  siidi  MTvicon  fVnm 

tome  public  t\aul,  iIm'h'   i~  U"'  "i  li  i  "  >-i.'  mh.,^;.' [it  to  tbom,  but  tbere  ti  m 
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It  may  be  said  generally,  that  anything  which  it  is 
desirable  j?lu)uld  be  done  for  the  general  interests  of  man- 
kind or  of  future  generations,  or  for  the  present  interests 
of  those  members  of  the  community  who  require  external 
aid,  but  which  is  not  of  a  nature  to  remunerate  individuals 
or  associations  for  undertaking  it,  is  in  itself  a  suitable 
thing   to   be  undertaken   by  government:  though,  before 

much  discouragentont  as  h  implied  in  the  impossibility  of  gaining  a  living  by 
Bucli  pursuits,  and  the  necessity  consequently  imposed  on  most  of  those  who 
would  be  capable  of  them,  to  employ  the  greatest  part  of  their  time  in  gaining  a 
subsistence.  The  evil,  however,  is  greater  in  appearance  than  in  reality.  The 
greatest  things,  it  has  l^een  said,  have  generally  been  done  by  those  who  liad  the 
least  time  at  their  disposal ;  and  the  (Kcupation  of  some  hours  every  day  in  a 
routine  employment,  has  often  been  found  compatible  with  the  most  brilliant 
achievements  in  literature  and  philosophy.  Yet  there  arc  investigations  and  ex- 
periments which  require  not  only  a  long  but  a  continuous  devotion  of  time  and 
attention :  there  are  also  occupations  which  so  engross  and  fatigue  the  mental 
faculties,  as  to  be  inconsistent  with  any  vigorous  employment  of  them  upon 
other  subjects,  even  in  intervals  of  leisure.  It  is  highly  desirable,  therefore, 
that  there  slumld  be  a  mode  of  ensuring  to  the  public  the  services  of  scientific 
discoven'rs,  and  perhaps  of  some  other  classes  of  savans,  by  affording  them  the 
means  of  support  consistently  with  devoting  a  sufficient  portion  of  time  to  their 
peculiar  piirsuits.  The  fellowships  of  the  Universities  are  an  institution  excel- 
lently adapted  for  such  a  purj>osc ;  but  are  hardly  ever  applie<l  to  it,  l>eing  be- 
stowed, at  the  best,  as  a  reward  for  past  proficiency,  in  committing  to  memory 
what  has  been  done  by  others,  and  not  as  the  salary  of  future  lalM)urs  in  the  ad- 
vancement of  knowledge.  In  some  countries.  Academies  of  science,  antiquities, 
histor}',  &c.,  have  been  formed,  with  emoluments  annexe<l.  The  most  effectual 
plan,  and  at  the  ssiine  time  the  least  liable  to  abuse,  seems  to  lie  that  of  confer- 
ring Profd'ssorsliip'*,  with  <luties  of  instruction  attached  to  them.  The  occupa- 
tion of  teaching  a  branch  of  knowledge,  at  least  in  its  higher  departments,  is  a 
help  rather  than  an  impediment  to  the  systematic  cultivation  of  the  subject 
itself.  The  duties  of  a  professorship  almost  always  leave  much  time  for  original 
researches,  and  the  greatest  advances  which  have  been  made  in  the  various 
scien*^'?,  both  moral  and  physical,  have  originated  with  those  who  were  public 
teachers  of  them ;  from  Plato  and  Aristotle  to  the  great  names  of  the  Scotch, 
French,  an<l  (German  Universities.  I  do  not  mention  the  English,  because  their 
professorships  have  l>een,  as  is  well  known,  little  more  than  nominal.  In  the 
cas<»,  too,  of  a  lecturer  in  a  great  institution  of  e<lucation,  the  public  at  lai^ifc  has 
the  mean«  of  judging,  if  not  the  quality  of  the  teaching,  at  least  the  talents  and 
industry  of  the  teacher ;  and  it  is  more  difficult  to  misemploy  the  power  of  ap- 
pointment to  such  an  office,  than  to  job  in  pensions  and  salaries  to  persons  nol 
so  directly  before  the  public  eye. 
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iDnkiDg  the  work  tlieir  owii,  gdvemnicnts  ought  alwajB  to 
considur  if  there  he  any  rational  prot)ahiIity  of  its  being  done 
oil  wliat  h  oaHeil  tlie  volnntiiry  princijilc,  and  if  en,  whether 
it  ii^  likely  tu  he  (h'ne  in  a  hotter  or  more  eft'ectnal  manner 
hy  ffnvcriniient  agency,  than  by  the  zeul  and  hherality  of 

g  l(i.  T!ie  ['roi.'cdiiii;  heads  compnsc,  to  tlie  best  of  my 
judgmnit,  the  whole  of  the  oxceptions  to  the  practical 
luaxiiii,  that  Ihc  hnsiiie^s  of  society  can  lie  best  jierformed 
hy  private  and  voluntary  agency.  It  U,  however,  necessary 
to  add,  that  llie  intervention  of  government  cannot  alwaya 
jn-aotica!ly  Ktop  short  at  the  limit  which  defines  the  cases 
ihtriiisiciilly  siiiliihlc  i'nv  it.  In  the  piirticiilar  fircnmstances 
of  a  given  age  or  nation,  tlicre  is  scarcely  anything,  really 
important  to  thi;  general  interest,  which  it  may  nut  lie 
desiralde,  or  oven  necessary,  that  the  government  shonid 
lake  iLjKin  itself,  not  hecansc  private  individuals  cannot 
offectnally  jierfonn  it,  hut  Iiceansc  they  will  not.  At  some 
times  and  places  there  will  lie  no  roads,  docks,  harhoni-a, 
eiiniils,  works  of  irrigation,  luit^piliils,  schools,  colleges,  print- 
ing prcs.5cs,  unless  the  govenimciLt  cetfthli>lies  them ;  the 
puhlic  hoing  either  too  poor  to  command  the  neccfisary 
resources,  or  too  little  advanced  in  intelligence  to  appreciate 
the  ends,  or  not  sufficiently  jiractiscd  in  joint  action  to  he 
capable  of  t!ie  means.  Tiild  is  true,  more  or  less,  of  all 
oonntHes  inured  to  despotism,  and  particularly  of  those  in 
which  there  i.-  a  very  wide  distance  in  civilization  between 
the  people  iniil  the  g<ivcrmnent:  as  in  those  which  have 
hceiL  con'iucred  and  are  retained  in  subjection  by  a  more 
energetic  and  more  cultivate!  peo]iIe.  In  many  parts  of  the 
wnrhl,  the  jicoplc  can  tUi  nothing  for  themselves  which 
re'iuires  hirge  means  and  combined  action  ;  all  such  things 
are  left  undone,  unless  done  by  the  state.  In  these  cases, 
the  mode  in  whirh  the  government  I'an  most  surely  denion- 
i-trate  the  sirieerity  with  which  it  intends  the  greatest  good 
of  its  subjects,  is  by  doing  the  things  which  are  made  incuiu* 
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bent  on  it  by  the  helplessness  of  the  public,  in  such  a  man- 
ner as  shall  tend  not  to  increase  and  perpetuate  but  to  cor- 
rect that  helplessness.  A  good  government  will  give  all  its 
aid  in  such  a  shape,  as  to  encourage  and  nurture  any  rudi- 
ments it  may  find  of  a  spirit  of  individual  exertion.  It  will 
be  assiduous  in  removing  obstacles  and  discouragements  to 
voluntary  enterprise,  and  in  giving  whatever  facilities  and 
whatever  direction  and  guidance  may  be  necessary  :  its 
pecuniary  means  will  be  applied,  when  practicable,  in  aid 
of  private  efforts  rather  than  in  supersession  of  them,  and 
it  will  call  into  play  its  machinery  of  rewards  and  honours 
to  elicit  such  efforts.  Government  aid,  when  given  merely 
in  default  of  private  enterprise,  should  be  so  given  as  to  be 
as  far  as  possible  a  course  of  education  for  the  j)eople  in  the 
art  of  accomplishing  great  objects  by  individual  energy  and 
voluntary  co-operation. 

I  have  not  thought  it  necessary  here  to  insist  on  that 
part  of  the  functions  of  government  which  all  admit  to  be 
indispensable,  the  function  of  prohibiting  and  punishing 
such  conduct  on  the  part  of  individuals  in  the  exercise  of 
their  freedom,  as  is  clearly  injurious  to  other  persons,  whether 
the  case  be  one  of  force,  fraud,  or  negligence.  Even  in  the 
best  state  which  society  has  yet  reached,  it  is  lamentable  to 
think  how^  great  a  proportion  of  all  the  efforts  and  talents  in 
the  world  are  emj)Ioyed  in  merely  neutralizing  one  another. 
It  is  the  proper  end  of  government  to  redu(!e  this  wretched 
waste  to  the  smallest  possible  amount,  by  taking  such 
measures  as  shall  cause  the  energies  now  spent  by  mankind 
in  injuring  one  another,  or  in  protecting  themselves  against 
injury,  to  be  turned  to  the  legitimate  employment  of  the 
liuman  faculties,  that  of  compelling  the  powers  of  nature  to 
be  more  and  more  subservient  to  physical  and  moral  good. 


THE  END. 


